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THE FOREIGN OPERATIONS ADMINISTRATION 
END-USE CONTROL PROGRAM 


THURSDAY, JUNE 17, 1954 


House or RepresenTarives, 
INTERNAL OPERATIONS SUBCOMMITTEE OF THE 
CoMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The subcommittee met, pursuant to call, at 10:10 a. m., in room 
1501, New House Office Building, Hon. Charles B. Brownson, chair- 
man of the subcommittee, presiding. 

Present : Hon. Charles B. Brownson, chairman of the subcommittee, 
George Meader, Katharine St. George, Lester Holtzman and Har- 
rison A, Williams, Jr. 

Also present: Edward C. Kennelly, counsel, Maurice Mountain, 
director, and Miss Chesley Prioleau, clerk. 

Mr. Brownson. The meeting of the International Operations Sub- 
committee will come to order. 

The mutual security program, which began with our major bi- 
partisan foreign aid program in 1947, is one of the central elements 
of the foreign policy of the United States. Into this program over 
the years have gone more than $43 billion of United States money. 
This program which has provided military, economic, and technical 
assistance abroad has affected many people in many lands. Involved 
in its success is the long-term security of the United States. 

It is obvious that a program of such magnitude and of such impor- 
tance must as a matter of necessity be kept under constant review. 
Congressional responsibilities in this regard are heavy and are shared 
by a number of committees. It is the particular function of the Inter- 
national Operations Subcommittee to examine overseas operations 
and expenditures of the Government, other than military, from the 
standpoint of their efficiency and economy, and it is from this stand- 
point that we undertake the inquiry before us today into some aspects 
of the mutual security program. 

The administration of this program is in fact a huge business enter- 
prise which can be efficient and economical only to the extent that ap- 
propriate control and auditing measures are in effect. 

Unless adequate controls are exercised we cannot be certain that 
United States tax dollars are ultimately used for the purposes for 
which they were appropriated by the Congress. We are therefore 
concerning ourselves in this hearing with the end-use controls which 
the Foreign Operations Administration and its predecessor agencies, 
the Mutual Security Agency and the Economic Cooperation Admin- 
istration, have exercised in carrying out this program over the years. 

1 
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Our first witness this morning will be Gen. William E. Riley, 
Deputy Director for Management of FOA. General Riley, will you 
please step forward ? 


STATEMENT OF GEN. WILLIAM E. RILEY, DEPUTY DIRECTOR FOR 
MANAGEMENT, FOREIGN OPERATIONS ADMINISTRATION 


Mr. Brownson. You have a prepared statement, I believe, General ? 

General Ritey. Yes, sir, I have. 

Mr. Brownson. Would you like to read that into the record, sir? 

General Ritry. Yes, sir. 

I believe that this is the first time repre sentatives of FOA have 
appe: ared before you since Governor Stassen testified on June 23 of 
last year on the P resident’s Reorganization Plan No. 7. 

Governor Stassen suggested to me that, before te ‘stifying this morn- 
ing on the specific subject of end-use control of foreign-aid expendi- 
tures, we might request this opportunity to report briefly to the 
committee on the administration of United States foreign assistance. 
If this is agreeable, Mr. Chairman, I will proceed. 

Mr. Brownson. Will you please, sir? 

General Ritry. The committee will recall that the President’s plan 
No. 7 had two objectives: 

To reinforce the Secretary of State’s traditional responsibility 
and authority for foreign policy. 

2. To centralize responsibility for foreign assistance—and related 
economic operations—under one person. 

To achieve these objectives, the President’s plan brought together 
in the Foreign Operations Administration the work of the Mutual 
Security Agency, the Technical Cooperation Administration, the 
Institute of Inter-American Affairs, the coordinating responsibilities 
of the Director for Mutual Security, the coordination of controls over 
free world trade with Russia and its satellites, and several other 
related responsibilities. 

I am sure that this committee will be interested in what has hap- 
pened since last August in the way of reducing costs and increasing 
effectiveness of oe States foreign operations. 


It was possib le i cons solidating the three agen 1es which previ- 
ously existed to dale ite duplicate jobs. Specifically, such jobs as 


chiefs of fiscal, personnel, legal, agricultural, health, and similar 
units—which existed in each of the predecessor organizations—were 
consolidated. In addition to saving money, this combination of jobs 
has produced more effective and comprehensive action. 

The number of FOA administrative personnel has been reduced from 
1.448 to 3,109 as of March 31, 1954. Washington personnel has been 
cut by 24 percent, in part through the consolidation of jobs which 
I mentioned earlier. The annual rate of obligations for Washing- 
ton administrative expenses is estimated to be approximately $2,900,- 
000 less than actual comparable obligations for fiscal year 1953. The 
rate for overseas obligations is estimated to be approximately $6 mil- 
lion less than the comparable figure for fiscal year 1953. 

The problem of consolidating 3 going organizations into 1 has 
also required a reexamination of the procedures by which foreign 
aid money is translated into commodities, equipment, transportation, 
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and personnel. Prior to Reorganization Plan No. 7 there were differ- 
ent regulations and precedures in each of the agencies. There were 
different accounting procedures and different accounting regulations, 
for example. We knew that the benefits of Reorganization Plan No. 7 
would not be finally realized until these different regulations and pro- 
cedures were unified into one system covering all United States aid 
operations throughout the world. 

Immediately after Reorganization Plan No. 7 became effective 
we put a special task force to work to eliminate at once the most obvi- 
ous inconsistencies in procedures so that continuity of operations 
would not be disrupted. 

Shortly after these initial steps were taken we started to develop 
comprehensive procedures, regulations, and standard forms which 
would apply to the administration of all FOA aid beginning in fiscal 
year 1955. We called this comprehensive study Operation Blue- 
print. We have made good progress on it. We will be able, for ex- 
ample, to institute a standard accounting system in FOA missions 
throughout the world on the 1st of July. 

Operation Blueprint has a bearing, of course, on the subject you 
gentlemen are inquiring into this morning. A review of control tech- 
niques would natur: ally follow revision of the basic accounting and 
implementing tee hniques of foreign aid. Mr. Murphy will discuss in 
his testimony the ideas we have for further tightening of end-use 
controls, 

I have brought with me this morning a chart of the organization 
which Governor Stassen adopted to carry out FOA’s work. 

(This chart appears in the appendix as exhibit 1.) 

You will note on this chart that the first line shows graphically how 
the FOA is an operating agency carrying out the policy Vv guid: ance of 
the Secret: ry of St: ate, the Secret: ry of the Treasury, the Sec retary of 
Defense, and through him the Joint Chiefs of Staff, and the Director 
of the Bureau of the Budget. That is on the policy guidance, which 
is absolutely essential in the running of this organization by the 
Director. 

On the other side of this line, we have the advice and assistance that 
he gets from the Secretary of Interior, the Secretary of Agriculture, 
the Secret: iry of Commerce, the Secretar y of Labor, and the Secretar Vv 
of Health, Edueation, and Welfare. 

In all of his moves the advice and assistance that he receives from 
the different bureaus is part of the coordinating of the Foreign Opera- 
tions Administration. 

Under the Director for Foreign ¢ )perat ions, there is a Deputy Direc- 
tor, and the Deputy Director will act for the Director whenever the 
Director is away or at his own diseretion. The Governor has never 
tied his hands in order to ¢ arry out the job he has to pe rform. The 
key to the organization, in my mind, isthe Deputy Director for Opera- 
tions. The Deputy Director for Operations has the 4 regional direc- 
tors—1 for the Far East, 1 for the Near East, 1 for Europe and 1 for 
Latin America. So that through the regional directors, he supervises 
and gets the reports from the country missions in all parts of the world. 

So the center for operations is here and then the Deputy Director 
for Operations gets policy guidance from and reports to the Director 
himself. In this, I forgot to mention that the Director also has these 
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advisory committees Labor Advisory Committee, Health Advisory 
Committee, Public Advisory Board, International Development Ad- 
visory Board, and the Advisory Committee on Voluntary Foreign Aid. 

We go down into the third line and fourth line here, and we have the 
Deputy Director for Technical Services. He has food and agricul- 
ture, public health, industrial resources, small business and so on. 

Phen there isa military adviser to the Director who represents FOA 
on the Planning Board of the National Security Council. 

Then the Assistant Director for Refugees and Migration and Vol- 
untary Assistance, which we took over last year under Reorganiza- 
t1ol P| mi %,. hen there is the General Counsel who reports directly 
to the Director for Foreign er itions. 

‘T hen there is the De ‘pu ity to tl ‘gf rector, W ho is Mr. Glenn Lloyd 
at the present time. Then the Din rector for the Kast-West Trade, and 
the Office of Economic Affairs in Kurope, and the Deputy Director 
for Management. 

Under the Deputy Director for Management is a servicing or- 
ganization. Governor Stassen decided early in the reorganization 
to have a Deputy Director for Management, under whom all of the 
services, personnel, and so forth, would be controlled. In that office 
we have the Office of Personnel, Office of Controller, the Office of 
Public Reports, the Office of Research, Statistics and Reports, and so 
forth. 

Now. the key to your Investigation or your Inquiry this morning 
is in the Office of the Controller, in the person of Mr. Murphy. 
Mr. Murphy was appointed in Deptem nber of last year as the Con- 


troller, to take care of all of the budget, al, accounting, and auditing 
work. Mr. Mu rpl iv will take on from ‘hie point in supplying the 


details on the end-use controls. 
[ have a great deal of confidence in Mr. Murphy myself, and I hope 
the committee will find it well foun led. 

Mr. Brownson. Thank you, General. There is one thing I want 
toask. Do you happen to have the figures available, or can you make 
the ivailable, that would vive us a comparisol of the size of the 
FOA complement in Washington and outside of Washington at the 


present time, as compared with the size of the MSA and ECA com- 


plements / 

G al Rizey. I am not sure that we have them with us, but I am 
certain I ean have them for you this morning. 

Mr. Brownson. We: just interested in seeing how this reorgani- 
Zatiol is affected te ove ral] size of the agency. 


General Rirey. Yes, sir: I would be glad to get it for you. 


[r. Brownson. Well, I am certainly happy, General, that you have 
civen us this comprehensive picture of the FOA organization. 

Now, we had scheduled Controlle1 Sieenhy at the present time. 
However, because of certain out-of-town commitments on the part 
of another of our witnesses, we are going to hear that witness at this 
time in order to relieve him of his responsibility and allow him to go 
out of town. Then Mr. Murphy’s testimony will follow immediately. 
It doesn’t put the hearing in quite as logical — as we would like, 
but because we are facing the possibility of a quorum call after 11 
o'clock, and because we es vledged to free t his man so he can travel, 
we feel obligated to do that. 

Are there any questions of the general. Mrs. St. George? 


Oo 
} 
} 
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Mrs. Sr. Grorcr. There is only one question I would like to ask, 
General, and that is, in view of this very elaborate and very compre- 
hensive chart, why is it that FOA is not able to handle all foreign aid ? 
This subcommittee went to the Orient, as you may know, last year, and 
I, for one, was very much surprised and a little disappointed at the 
great number of agencies that seemed to be, to me at least, doing the 
same work in South Korea. It seems to me, as I look at that chart, that 
FOA would be well fitted to handle all that ee with the excep- 
tion of what is undertaken by the United Nations, and that is one 
thing that I have never quite been able to understand, why under re- 
organization FOA is not able to do more of this work, and why we 
keep superimposing one agency on top of another. 

That perhaps is a r: ather difficult question for you to answer just 
like that. 

General Rizey. It is very difficult, but I might say that as time passes 
I believe that we will tie the strings or bring the organizations more 
under yee of FOA. 

Mrs. St. Grorce. In other words, you do believe that in time we 
‘an look faa ard to the day when FOA will be able to handle all of 
this foreign aid, which is, after all, what it is supposedly there for, 
isn't 1t ¢ 

General Ritey. I personally believe we can do it. 

Mrs. Str. Grorer. I certainly hope we will see that day before long. 

Mr. Brownson. Mr. Williams. 

Mr. Wiiu1ams. Two questions, Mr. Chairman. I notice that you 
have reduced the personnel in Washington 24 percent. 

General Rinny. Yes, sir. 

Mr. WititaMs. Do you have the figures on the reduction of per- 
sonnel in the Controller’s Branch that we are going to be concerned 
with in this hearing ¢ 

General Ritey. I haven’t the figures handy. I believe Mr. Murphy 
can give them to you when he takes the chair. 

Mr. Wixu1ams. One other thing, where are the personnel drawn 
from on the advisory committees / “Are they right in FOA ¢ 

General Ritey. No. They are made up of representatives of United 
States organizations. That is, each year we will change when those 
organizations change their chairman, and at the present time they 
are made up of the commander of the American Legion and the 
women’s organizations, and so forth. 

Mr. Winutams. Thank you. 

Mr. Brownson. Thank you very much, General Riley, for your 
testimony. 

I would like to ask Mr. Edward H. Dahlgren, of the United States 
Fish and Wildlife Service, who has been on loan as a technical ad- 
viser to FOA, on some of their Indonesian problems. 

Mr. Dahlgren, would you be sworn, please 

Do you solemnly swear that the testimony you will give in this hear- 
ing will be the truth, the whole truth, and nothing but the truth, so 
he Ip you God ¢ 

Mr. Danteren. I do. 

Mr. Brownson. Thank you very much, s 
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TESTIMONY OF EDWIN HAROLD DAHLGREN, UNITED STATES FISH 
AND WILDLIFE SERVICE, TECHNICAL ADVISER TO FOREIGN 
OPERATIONS ADMINISTRATION 


Mr. Brownson. Mr. Dahlgren, would you give your full name and 
official position for the reporter ¢ 

Mr. Danncren. My full name is Edwin Harold Dahlgren, technical 
adviser in fisheries to the Jakarta mission of Indonesia. 

Mr. Brownson. I understand, Mr. Dahlgren, vcu are in a position 
to furnish the subcommittee some first-hand information concerning 
one of these Indonesian cases. We had originally intended to take up 
the actual examples of end use checks toward the close of this hearing. 
However, Mr. Dahlgren’s agency contacted us and requested that his 
testimony be heard as early as possible to permit him to be in the State 
of Washington tomorrow night. We are very happy to cooperate 
with them and with you in this case. 

I understand that you were actually on the scene and can testify as 
to the actual transactions and conditions involving some 60 Majang 
fishing boats purchased for Indonesia: is that right, sir ? 

Mr. Danueren. That is substantially correct, sir, except that these 
purchases were made in 1950, the boats were delivered in 1951, and I 

d not arrive until May 1953. 

Mr. Brownson. But you did conduct the investigation ? 

Mr. Danueren. I am aware of what has happened since they were 
bought. 

Mr. Brownson. Would you like to tell us in your own words, and in 
narrative form, the story since 1951—I believe it was March 1951, 
wasn't it—that the Emergency Procurement Service of the General 
Services Administration contracted for the purchase of these 60 boats? 

Mr. Danncren. That is correct, sir. 

Mr. Brownson. Would you like to pick up the story there and 

arry it forward in your narrative? We can then ask questions when 
you finish with it ¢ 

Mr. Danueren. These boats were contracted for in March or April 
of 1951, were delivered to Jakarta in August and later in two lots in 
that same vear and were delivered to the several ports where they 
were to fish, some time early in 1952. 

Mr. Brownson. What was the purpose of the purchase of these 
fishing boats in the first place ¢ 

Mr. DAHLGREN. Well, as a result of the war and the dislocation of 
all of the economy of Indonesia. both during the Japanese occupation 
of the islands and the subsequent war for independence, the supply of 
fish to Indonesia was far below standard, and these 60 vessels and some 
others were furnished in an effort to increase the supply of fish to 
son ething approximating the minimum requirement of the people. 
It was recommended originally by the Griffin commission, was sub- 
stantiated by a man by the name of Feder, who was sent out there to 
check into this report of the commission, and was then authorized by 
the fishing adviser and proceeded from there. 

Mr. Brownson. Now, if you will proceed with the narrative. I just 
wanted to establish the reason for the purchase of boats, in the first 


place. 
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Mr. DauLGreN. Shortly after the vessels arrived in Indonesia, there 
were evidences that there were mechanical difficulties with the boats. 
There were three such difficulties actually. There were mechanical 
troubles with the engines and there were some other difficulties with 
the engines in that the crankeases had, for some reason, unknown 
foreign materials in them, including roller bearings and broken glass 
and sand and other things which allegedly indicated sabotage. So 
that. first. there were the foreign elements in the crankcases of the 
vessels. Later, when they started to use the vessels, they had consid 
erable trouble with pistons breaking within the engines. 

Beyond that, there were reports given by the Dutch advisers to the 
Indonesian Government of the Sea Fisheries Service of the Indo- 
nesian Government that the construction of the hulls was not as it 
should be. Unfortunately, the first two issues dominated the picture 
so that the matter of the hull construction commanded a low priority 
in the thought of the various people involved in this thing. 

Mr. Brownson. These boats were bought in Japan, were they not 

Mr. Daureren. They were bought in Japan, yes. They were of 
Japanese manufacture with Japanese engines. 

Mr. Brownson. Were they of essentially the same design as the 
Indonesians normally use for fishing ? 

Mr. Dautucren. Yes, except they were modified somewhat and 
tually the Indonesians have since adopted that modified form of 
vessel. The type of vessel was quite satisfactory. There were investi 
gations held as to the cause of the scrap material in the crankeases, but 
actually no damage resulted from that. 

After a considerable period of time, it was established that the othe 
trouble with the engines resulted from improper timing so that the 
charge exploded about 20° before top center instead of 9° before, so 
the detonation was enough to crack the pistons. That has since been 
corrected, 

Mr. Brownson. How about the hulls? 

Mr. Danueren. But the hulls, in spite of the fact that these Dutch 
advisers made some very pointed remarks about their inferior quality, 
nothing was apparently done about it. It was considered within the 
mission, but was not considered a very serious matter by the people 
who were there. 

Unfortunately, it proved quite serious in that many of these hulls 
have since deteriorated to the point where they are no longer usable 
and it creates a bit of a problem for the mission in Indonesia. 

Mr. Brownson. When you say that the defects in the hulls were 
not considered to be serious by the members of the mission, you mean 
the ECA mission or the MSA mission ? 

Mr. Danuoren. At that time it was an ECA mission. First it 
started as ECA, and then there was to have been a MSA mission, but 
there was some difficulty between the Indonesian Government and 
the MSA people, and at the time this happened it must have been 
MSA. 

Mr. Brownson. Were these boats inspected at the time that they 
were purchased before the delivery was taken of the boats and they 
were turned over to the Indonesians? 

Mr. Danieren. The Del Pan Corp. was hired to inspect the vessels 
and the engines. 
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Mr. Brownson. How do you spell that corporation name, please ? 

Mr. Danueren. D-e-] P-a-n. 

Mr. Brownson. Now, is that an American or Japanese company ? 

Mr, Danieren. It is an American corporation. 

Mr. Brownson. Who hired them to inspect the boats ? 

Mr. Danueren. As nearly as I know, the Emergency Procurement 
Service of GSA. seis. 

Mr. Brownson. Is this Del Pan Corp. in the business of building 
or checking on boats? Were they technically qualified to perform this 
inspection, 1n your opinion ? 

Mr. Damisren. They presumably were. They are a corporation 
that was desioned to survey vessels, which is exactly what is involved 
here. 

Mr. Brownson. They inspected the boats and gave them a clear- 
ance, in other words, and said to accept them; is that right? 

Mr. Danucren. Presumably that was done, although I have no evi- 
dence of it. I doubt if GSA would have accepted the boats without 
such a statement. I do know this: Later, Del Pan Corp. was called 

n when there was a question about the engines on the boats, and their 
men testified that they had surveyed these engines before they went 
out. 

Mr. Brownson. Who was it that called you over there to inspect 
the boats # 

Mr. Danucren. I was not called over to inspect the boats, sir. I 
was called over to carry on the fishery program, and in connection 
with that assignment I ran into the problem of these several boats. 

Mr. Brownson. Well, of the 60 boats how many of them would you 
say were in operation at the time you were over there / 

Mr. Danucren. Well, to my knowledge, all except about five, which 
have been condemned and abandoned, are still in operation. How- 
ever, about 50 percent of these have had to be rebuilt completely by 
the Indonesian Government, and others are being rebuilt as time 
foes ON. , 

Mrs. Sr. Grorer. Mr. Chairman, was that a very costly operation 
to rebuild these 50 percent ¢ 

Mr. Danteren. It probably cost in the neighborhood of 50 percent 
of the original cost of the vessels. 

Mr. Brownson. How much was that ? 

Mr. Danteren. The original vessels costs between six and seven 
thousand dollars apiece, including the engines. 

Mrs. Sr. Grorce. That would be $3,000 apiece. 

Mr. WituiaMs. The number again was how many / 

Mrs. Sr. Grorce. Sixty, so that would be 30. 

Mr. Danueren. Of the 60, about 30 have been rebuilt by the Gov- 
ernment. 

Mr. Brownson. And five were just abandoned as hopeless 

Mr. Danioren. Yes. 

Mr. Brownson. How do they use these fishing boats in their fishery 
operations over there? I think you are quite an expert on Indo- 
nesian fishing methods by now. 

Mr. Danteren. This is a bit of a unique fishery. It is called the 
Majang fishery. 

Mr. Brownson. Would you spell that, please ? 


? 





' 
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Mr. Danteren. M-a-j-a-n-g. It is the most common fishery off the 
island of Java in the Java Sea. Java, of course, is the most densely 
populated one. It depends upon putting a rope made out of native 
fibers from the bottom, where it is anchored with a rock, to the top 
where it is supported with a bamboo float, and at intervals along this 
rope, they tie palm fronds, which stay suspended in the water because 
of the tide il action. These thin igs te nd to bring fish to them because 
they provide shelter and shade. So these are dropped over, and after 
a period of a week or 10 days, fish accumulate around chis in sufficient 
ee so the beat can go out and make a sweep around them. It 

sa very unusual kind of net called a lijang. It is a net that they have 
ain for years in this particular fishery. 

There are some 4,000 vessels engaged in this kind of fishing off the 
island of Java, of this 4,000, these 60 boats are a small part. Most of 
the fishing has been done by sailing prows up to this point. 

Mr. Brownson. Would you say that the prestige and benefit and 
feeling of friendliness toward the United States, which apparently 
was one of the factors in our purchasing these boats in the first place, 
suffered from the way in which they were delivered ? 

Mr. Danteren. I would say it could have suffered, but I don’t 
believe that to this point it has suffered, because the officials in the 
Indonesian Government have been very tolerant and have taken care 
of these things as they came up and have made no issue of them. 

Mr. Brownson. In other words, they figure half a boat is better 
than none, and bailed us out on the program ? 

Mr. Danwueren. That is right. 

Mr. Brownson. I understand there are several files in the FOA 
dealing with this particular case. Now, the funds to rebuild these 
boats, were they sup yplied by the Indonesian or the Dutch ? 

Mr. Danieren. They were supplied by the Indonesian Government. 

Mr. Brownson. By the Indonesian Government ? 

Mr. Danroren. Yes, sir. 

Mr. Brownson. Do you have some questions, Mrs. St. George ? 

Mrs. Sr. Greorcr. No, Mr. Chairman, just a comment that here 
again we come up against this same problem of so many agencies 
working on one thing. Here it is the purchase of 60 vessels, and 
in this testimony we have mentioned the ECA, the TCA, the FOA, 
the Del Pan, and GSA, and that is ae that I really think 
we have got to get our teeth into sooner or later in getting one agency 
or one individual 1 responsib le for these Suniel because it seems to 
me that everything is so diffused. Now, the purchase of 60 vessels 
is not a very enormous operation, and yet we have 5 agencies that 
have all been involved in this one small operation. 

Mr. Brownson. You might be interested in that connection, Mrs. 
St. George, with some testimony of Governor Stassen’s before the 
Committee on Appropriations of the United States Senate consider- 
ing the mutual security appropriations for 1954. 

The question was asked by Senator Dirksen : 

Question No. 5. “MSA financed 75 fishing vessels for Indonesia (that is the 
figure they have). Notwithstanding timelag of many months between place- 
ment of contracts and deliveries, no adequate provisions had been made by 
anyone for crews. Half of the boats remained unused for 6 months after 
arrival. Some could not be used for 8 months. The MSA controller in Indo- 
nesia addressed memoranda upon the subject to Mr. Hayes, but these remained 
unanswered.” 
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Here is the answer from Governor Stassen 


The 75 motorized fishing boats imported into Indonesia fram Japan were of 


pe not previously used in Indonesia. Crews, of necessity, had to be trained 

the use of the bouts after the bouts arrived. An end-use check in the spring 

I United States officials showed that these boats accounted for an 

d fish catch of 8,000 tons in calendar year 1952, even though half the 

by S ere still being used f« training additional crews to man new boats 

le! struction in Indonesi 

‘Ther in the language of Gx Vernor stassen : 

his project is rated one of the top successes of the MSA program in Indonesia. 


Mrs. Sr. Grorce. Now, we bring MSA into it, too, and that is still 


nother 
Mr. Brow»? SON. Were there 60 boats or Go? 
Mr. DAHLGRI N. There were 60 Majang boats, and, in addition, LD 
Bo to boats 
Mr. Brownson. Would you say that in your opinion these boats did 
greatly increase he catch over there / You were the one who was su 


pervising the cooperation with the fishing activities / 
Mr. Danuueren. They did not greatly increase it. They cid increase 


Ir. Brownson. They 
Mr. DanLcGren. Yes 
Mr. BROWNSON. li ie! words, you probs ably would hot eall this 
project one of the.top successes of the MSA program in Indonesia? 
Mr. Danicren. Not without some qualifications. It did one thing. 

It stimulated greatly the introduction of mechanical fishing into the 
country, nut it had certall problems. 

Mr. Brownson. Of course, I notice in this particular testimony here 
hey don’t Say anything about the defective condition of the boats, 
which was the situation, as I see it, reflecting primarily on the Emer- 
Vency Procurement Service rather than on the VISA. because the 
Ien ergenc) Procurement Service of GSA were the ones who were 
responsible for procuring the boats in a satisfactory condition. 

Do you know anything about what action was taken by FOA after 
they found out about the condition of these boats ? 
Mr. DAHLGREN. Yes, sir: I am aware of that. 

Mr. Brownson. Could you go through that briefly for us, please ? 

Mr. Danucren. Shortly after I arrived in Indonesia, I made a 
field trip during which field trip I saw some of these vessels, especially 
those that were in the — vards, and someone later was asked by 
the Secretary Gener: al « f the Ministry of Agriculture if the mission 
could do anything tow: a relieving the Ministry of the cost of main- 
tuining these boats. It was ge tting to be very high. In effect, whether 
we could repair or rebuild the balance of these vessels. That informa- 
tion was transmitted through the Acting Country Director to Wash- 
ington, and after some little delay a reply was received at the mission 
suggesting the use of counterpart funds to rebuild these vessels. 

There has been a considerable delay a that time occasioned in 
part by myself, in that at the meeting held in Manila of the regional 
men, men in the region, this matter was to ave been brought up with 
the officials in FOA, but for some reason it was not, and then since I 
was being called in on another detail, it was not brought up again until 
I got to Washington. 


did increase it, but not greatly ¢ 


tT 





FOREIGN OPERATIONS ADMINISTRATION END-USE CONTROL 1] 


The matter is still under consideration, because if these vessels are to 
be repaired, it must be done without any fanfare, and there is still the 
question as to whether repairing these vessels for this particular 
fishery is an economic thing to do or not. As soon as that is resolved, 
then appropriate action W ill be recommended. 

Mrs. Str. GEORGE. Well, Mr. Chairman, if it is decided not to repair 
these vessels, what would be done with them then / Would they be 
simply scrapped ¢ 

Mr. Danueren. Presumably they will be repaired by the Indonesian 
Government. 

Mrs. Sr. GEORGE. They would be in any case ¢ 

Mr. Dantoren. Unless the mission takes « harge of them, they would 
be repaired in any case. 

Mr. Brownson. Has any attempt been made to get a satisfactory 
adjustment from the Japanese companies manufacturing the boats and 
the hulls in this case ¢ 

Mr. Danwucren. I think not, sir. 

Mr. Brownson. Who would be the proper authority to take this 
action. Would it be EPS on the part of the United States Govern- 
ment, or has title passed to the Indonesian Government so that it would 
now be up to them to attempt to take action against the companies for 
proving inferior boats‘ Just exactly whose responsibility 1s it now ¢ 

Mr. DanuGren. The titles are in the hands of the Indonesian Goy- 
ernment, 

Mr. Winutams. But, Mr. Chairman, contracts were made with us; 
weren't they ¢ 

Mr. Datteren. Contracts were let by EPS, the Tokyo office of Gen- 
eral Services Administration, Washington. 

Mr. WiitiaMs. So we would have a basis to proceed, I should think, 
no failure to fulfill the contracts. 

Mr. Brownson. It seems to me like EPS, who procured them in the 
first place, would be the logical ones to proceed. Has MSA cliscussed 
with EPS the possibility of getting an adjustment out of the companies 
who manufactured it 4 

Mr. Dauieren. I have seen no correspondence indicating that has 
been a subject of debate. 

Mr. Brownson. When the Indonesian Government fixed these up, 
was that with Indonesian money or with United States aid money ¢ 

Mr. Danueren. Entirely with Indonesian funds. 

Mr. Witiiams. You mentioned counterpart funds. 

Mr. DAHLGREN. It was suggested that counterpart funds be used for 
this purpose, but that to this point has not been done. 

Mr. Brownson. Are you through, Mrs. St. George ? 

Mrs. Sr. Grorce. I wanted to ask one more question, Then there 
was $3,000 on each one of the vessels that was Indonesian money / 

Mr. DAHLGREN. Yes. 

Mrs. Sr. GeorGe. So that amounted to about $90,000 of Indonesian 
funds, which was sent on these boats. 

Mr. Brownson. I understand it was a total of $180,000 that was 
spent in repairs. That is the figure our staff has arrived at. 

Mr. Danteren. No, because to this point only half of them have been 
repaired, but the other half are still in operation without major 
overhaul. 


55281—54——_-2 
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Mr. Brownson. Is it estimated that the rest would require major 
overhaul shortly ¢ 

Mr. DanuGren. Yes. 

Mr. Brownson. So probably $180,000 is the contemplated overhaul 
expenditure. . 

Mr. DauiGcren. Yes, sir. 

Mr. Brownson. What is the normal life of this type of boat with- 


out overhaul and repair if it is properly manufactured ¢ 

Mr. DarGren. A vessel of this type of the proper kinds of wood, 
even in tropical water and if properly maintained, should last 10 to 
lo Vears., 


Mr. Brownson. Ten to 15 vears. 

Mr. Danicren. These were designed to have been paid for and 
amortized in 6 years, 6 to 5 years. 

Mrs. Sr. Georcre. How long would it take to pay and amortize 
them now, with all these added expenses ¢ 

Mr. DANLGRI N. ] don’t believe it could be done, not in this case. 

Mrs. Sr. Grorce. It couldn’t be done. 

Mr. Brownson. Mr. Williams. 

Mr. Wiiuiams. In addition to the loss because of the repairs, there 
were some boats that were scrapped entirely, and that was five. 

Mr. Dantcren. To my knowledge, five have been scrapped. 

Mr. Witx1ams. Now, there are 3 companies here that evidently 
were at fault, 2 Japanese companies and 1 American corporation. 
Del Pan is an American ee ation ? 

Mr. Datmcren. Del Pan is American corporation, which was 
hired to survey all vessels. 

Mr. Witutams. And do you know whether we have had any deal- 
ines with those companies since this unfortunate eX] verience ¢ 

Mr. Dantcren. We have been dealing with the Del Pan Corp., I 
believe. 

Mr. Wirrams. Do you know whether there have been any dealings 
with the other two, the Japanese companies 

Mr. Danwcren. I would not know. 

Mr. Winiiams. But there have been with Del Pan? 

Mr. DawHucrRen. Yes. 

Mr. ee nson. In that connection, if you will yield just briefly, 

is Del Pan Co., to your knowledge, ever notified that their inspection 
had been cneniatel tory in this case ? 

Mr. Dantcren. They were notified of the nonsatisfactory inspec 
tion as far as the engines were concerned, but not, to my knowledge, 
of the hulls. 

Mr. Brownson. Now, there are several letters in connection with 
this, some of them from Del Pan Corp., on both the engines and the 
hulls, which I would like to ask unanimous consent to have included 
in the appendix so they might be referred to in connection with this 
testimony. Without objection, it is so ordered. 

(‘The letters appear as exhibits 2A-2D in the appendix. ) 

Mr. Brownson. Here are the letters and related documents, if you 
would like to see them. 

Mr. Kennelly. 

Mr. Kennetiy. Mr. Dahlgren, were these boats bought with Amer- 
ican dollars? 
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Mr. Danmcren. Yes. 

Mr. Kennetry. Indonesian free dollars ? 

Mr. Danieren. They were bought with ECA funds. I assume 
those were American dollars. 

Mr. Kennetiy. Oh, I see. 1 thought vou said they were bought 
with Indonesian funds. 

Mr. Dauieren. No; they were repaired with Indonesian funds. 

Mr. Kennetxiy. But originally purchased with American dollars? 

Mr. Danieren. Yes. 

Mr. Brownson. What was the matter: with the hulls? We have 
discussed rather in detail what the difficulty was with the engines, but 
what was the difficulty with the hulls? 

Mr. DAHLGREN. They were made of green wood instead of seasoned 
wood. They were apparently made of an inferior quality of wood, 
a soft wood, and also apparently the workmanship was not up to 
standard. 

Beyond this, there was a layer of insulation between the inner skin 
and the outer skin, which apparently was either ground cork or saw 
dust, which tended to get wet and therefore to create ideal condition 
for a rot; where it should have had cork blocks, which are coated with 
asphalt or something, to permit air to flow around in the area to pre- 
vent this kind of rot. 

Mr. Brownson. While Mr. Williams is looking over those exhibits, 
do you have some questions, Mr. Holtzman ¢ . 

Mr. Horrzman. No, except I am just wondering, Mr. Chairman, 
what the responsibility of Del Pan would be here if we can affirm- 
atively establish that these boats were not seaworthy. Have we 
thought of that at all, Mr. Chairman / 

Mr. Brownson. Of course, what we are trying to do in this whole 
hearing is to give a demonstration here of the need for careful end-use 
checks. In other words, here is a situation apparently where boats 
are deteriorating, and there has been a lot of correspondence about it. 
Yet from the standpoint of any vigorous action, as far as the results 
of these end-use checks are concerned, none has been taken. That is 
really the point of the whole thing. 

It is something that certainly is beyond the purview of this com- 
mittee to decide whether it was the Del Pan Co. that was in error in 
recommending that the boats be accepted or whether the error lies 
strictly with the manufacturer of the hulls and the motors. The 
purpose of bringing the incident up at this hearing today—of course, 
it is out of context and we will have more incidents later in the hearing, 
but we did want to give our witness an opportunity to fulfill his com- 
mitments in Washington State—the purpose of bringing them up is an 
example of the fact that end-use checks are not being universally 
applied in these cases. 

Mr. Hourzman. To what extent, Mr. Dahlgren, would you say that 
the unseaworthiness of the vessels, rather than the wrong type of ves- 
sel, contributed to the failure of this program ¢ 

Mr. Danteren. I don’t believe the vessels were unseaworthy, sir, 
depending upon your definition of unseaworthy. 

Mr. Horrzman. Without going into that, to what extent would the 
fact that they were not constructed in accordance with specifications 
or better standards contribute to the failure of the program as against 
the fact that they were the wrong type of vessels to begin with? 
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Mr. Danueren. The fact that they were poorly constructed led to 
hi ol) maintenance costs, which, of course, has caused problems in con- 
nection with these vessels since they were distributed among coopera- 
tives, and when the men in the cooperative soni int pay for the main- 
tenal aieael the vessel, as well as the vessel, 1 it resu lIted in distress 1 in the 


cooperative 
A far as the vessel not be ing of the rig 


ht type, not of the right 
design, I don’t believe that is correct, sir. I think they were of a 
reasonable design for the kind of fishery in which they were engaged. 

Mr. Hourzman. So that you would say now that the vessel was sub- 
stantially the right type of vessel for the particular operation ¢ 

Mr. Dazueren. That is correct. 

Mr. Brownson. If the gentleman will yield briefly at that point— 
as far as the seaworthiness of the vessel oo cerned, they may be sea- 
worthy now, but without rebuilding at t half of the vessel to the 
tune of half of the original cost of the ds they were not seaworthy. 

Mr. Danveren. When they arrived they were seaworthy. They 
quickly deteriorated to the point where they ceased to be seaworthy, 
and at this point at least half of then 1 have been made seaworthy. 

Mr. Brownson. I understand that worms also attack some of these 
bottom ¢ 
Mr. Danieren. Worms attack any woods in the tropics, even teak. 
Mr. Brownson. But some woods are more resistant 4 
Mr. Danacren. Yes. 


Mr. Brownson. And this softwood was not particularly resistant ? 

Mr. Danueren. That is correct. 

Mr. ~ w1ZMAN. Mr. Chairman, the reason I asked that question is 
this: in reading your statement you set forth that Mr. Dahlgren will 


also say th: ut the pure hase of the se boats has not subst antially contri- 
buted to the Indonesian fishing program, not only becaus se the boats 
were generally unseaworthy, but also because of not being the type of 
boat that can best supply an increased yield. 

Mr. Brownson. Well. he has testified that the yield was not particu 
larly increased. Of course, what you are read ling now is not from 
my statement, but from the staffs summary of what they hope to 
develop in the questioning. 

Mr. Hourzman. I understand now that Mr. Dahlgren says that 
the boat was just about substantially what it should have been with 
respect to the type and kind; is that correct ¢ 

Mr. Danuecren. That is correct. 

Mr. Hourzman. In other words, if the boats had been properly con- 
structed and the wood properly seasoned, and all these things you de- 
seribed to us, there would be ho outside reason why this program 
should not have given us a much greater yield; isn’t that so? 

Mr. Danuoren. That is correct. 

Mr. Brownson. Well, Mr. Dahlgren, do you think you are going 
to get a much greater yield by using the mechanical equipment as 
long as the Indonesians are using their old methods of fishing, where 
they are waiting for the fish to swim under the palmetto umbrellas 
and then come around once a week and catch them in the net? 

Mr. Danucren. That is, of course, what is implied in your state- 
ment, sir, that there are other more effective means of catching fish 
than this. 
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Mr. Hortzman. But with respect to the boats themselves, assuming 


that all other things were properly done with respect to the catching 
of these fish, the boats were all right, provided they had been con 

structed properly and they stood up so that the cost of maintenance 
wasn’t that great, and so they wouldn’t be laid up from time to time 
in the process of being re paired ; is n't that so / 

Mr. Danucren. That is right. 

Mr. Brownson. Well, the boats delivered were of the general ck 
sign that were ordered. I don’t think there is any question about that. 
It is just a question of the material and the difficulties they had with 
the engines. 

Mrs. St. Georae. There is always, Mr. Chairman, the fact that these 
boats definitely cannot be amortized in 6 years, which was the original 
plan as I understood it. In fact, they cannot be amortized at all. They 
are expensive because the length of life is normally 10 years, and they 
certainly cannot be paid for in 10 years with all of the added e xpense. 

Mr. Brownson. Actu: lly, all of the native craft last longer than 10 
years. It seems to me there are some that are 15 and 20 years old still 
active / 

Mr. DauiGren. Those made of teak, ves. 

Mr. BROWNSON. Do you have any other questions, Mr. Williams? 

Mr. WituiAMs. No. 

Mr. Brownson. Do you have any questions, Mr. Meader ? 

Mr. Meaper. Yes, Mr. Chairman. 

I am disturbed about this ee matter. I came in a little late, 
and you may have covered it adequately. So many times we find these 
unsatisfactory results and then fail to pinpoint the responsibility 
for them. Is it your judgment from your study of this matter that 
there was faulty inspection before acceptance of these boats? 

Mr. ea REN. I think there must have been faulty inspection, be 
cause a competent inspector would have noticed these ‘deficiencies and 
reported them. 

Mr. Mraper. As I got your statement, the type of wood used was 
not proper; is that correct ? 

Mr. Danneren. That is correct. 

Mr. Meaper. But was it the wood that was specified or weren't there 
any specifications covering the type of wood ¢ 

Mr. DanuGRen. I am sorry, sir, [ have never seen the exact specifica- 
tions on the vessels. It is not in our files, to the best of my knowledge. 

Mr. Meaper. In other words, you are not sure Smee a fault 
was in the specifications or in the Inspection to see whether or not the 
specifications were met, but somewhere in between / 

Mr. Danteren. The only thing I see by way of specifications is a 
statement in the original draft that these are to be built according to 
the standards of the Japanese fishing industry, which, of course, would 
not tolerate, or presumably would not tolerate poor woods or poor 
construction, even as in our own country, you can order things built 
according to the specification of a particular industry and they will 
be satisfactory. 

Mr. Mraper. But your study of this matter does not include the 
review of the specifications or the inspection procedures? 

Mr. Darmeren. I have never seen any of the specifications on which 
the bids were let, but they must have been developed because there 
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were 30 bidders on these things and they could not have bid unless they 
had specifications. ‘The specifications just aren’t in our files. 

Mr. Meaper. Thank you. That is all, Mr. Chairman. 

Mr. Brownson. Thank you very much, sir, for your testimony. 

I think that will be all of the testimony the committee will require 
of you, and we hope that you can make your other commitments all 
right. Thank you, sir. 


(Jur hearings today are going to illustrate both the size of the task 
and the need for vigorous and effective action in this end-use control 
field. The testimony we have just lh ard has been taken out of sequence, 
and I am going to suggest that we recess very briefly in order that the 
members may answer this quorum eall, and ask that they reconvene 
immediately afterward, when we will hear, in the normal sequence, 
John KE. Murphy, Controller of the FOA, in the testimony which would 
logically follow that which General Riley gave on the overall picture 
a little bit earlier. 

There will be additional cases of individual end-use checks later in 
the hearings today and in the hearings tomorrow. 

We will recess now for the purpose of the members answering the 
quo! um call and ask them to reconvene here as quickly as possible. 

(A recess was taken from 11:10 to 11:45 a. m.) 

Mr. Brownson. The meeting will come to order. 

Our next witness is Mr. John E. Murphy, Controller of the FOA, 
and I think you would like to have with you Mr. Fred L. Preu, Di 
rector, Audit Division, Office of the Controller of the FOA. Will 
you please take the stand ? 

Do you solemnly swear that the testimony you will give in this hear- 
ing will be the truth, the whole truth. and nothing but the truth, so 
he ln Vou (sod ¢ 

Mr. Murpny. I do. 

Mr. Prev. I do. 


TESTIMONY OF JOHN E. MURPHY, CONTROLLER, FOREIGN OPERA- 
TIONS ADMINISTRATION; ACCOMPANIED BY FRED L. PREU, 
DIRECTOR, AUDIT DIVISION 


Mr. Brownson. I think it meht be easier for the reportel if you 
sit over at that side. 

Mr. Murruy. I have a series of charts here again, sir, and I think 
it would be a little crowded over there. 

Mr. Brownson. I would like to ask if we may have for the record 
small copies of the charts, in ‘luding the one that General Riley used 
in | introduction this morning? 

Mr. Murpny. Yes, sir. 

Mr. Brownson. I will ask unanimous consent that such charts as 
used by General Riley and Mr. Murphy in their testimony may be 
included at the appropriate place. Without objection, it will be so 
ordered. 

(The charts referred to appear in the appendix as exhibits 3-10.) 

Be seated, please, and give your name. 

Mr. Murpny. John E. Murphy, Controller, Foreign Operations 
Administration. 
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Mr. Prev. Fred L. Preu, Director of the Division of Audit, in the 
Office of the Controller, in the Foreign Operations Administration. 

Mr. Brownson. Mr. Murphy, do you have a prepared statement ? 

Mr. Murrny. No, sir. I propose to speak extemporaneously from 
notes I have prepared. 

Mr. Brownson. Mr. Murphy, first will you explain briefly to us the 
responsibilities of your office, the position in the FOA structure, and 
the relationship between your office and the offices of the comptrollers 
in the missions abroad ? 

Mr. Murrny. When General Riley finished his statement earlier, 
Mr. Chairman, you will recall he had focused the attention of the 
committee on the management area of FOA, and subsequently more 
specifically on the Office of the Controller. 

I have a chart here which portrays the internal organization of the 
Office of the Controller, on which I will speak. Basically the office 
is divided into three divisions—the Accounts Division, Budget Divi- 
sion, and Audit Division. There are many things about the organi- 
zation that are orthodox in government, and the names of these 
divisions are to a large extent self-explanatory. I thought, however, 
that a few brief remarks about each division would be in order 

Mr. Brownson. That will be very fine, Mr. Murphy. 

pa Mvurpny. Starting with the Division of Accounts, you will note 
it is divided basically into three branches. The Division itself is 

saath le for the design, development, and installation of compre 
hensive accounting polici ies, systems, standards, and techniques for 
FOA Washington ‘and for the FOA field organizations. 

The Fiscal Branch shown here is engaged in the basic accounting 
work of the agency, maintains the general ledgers, the allotment ledg- 
ers and distribution ledgers, which are designed to reflect for manage- 
ment the financial position of the agency at all times. 

The Program Reports Branch, shown over here, takes the reports 
of this Fiscal Branch, which are very technical type reports, and 
interprets and analyzes them for the top management of the agency, 
so that they can understand their financial position. 

The Program, Methods, and Control Branch is an unusual organi- 
zation in the United States Government. It is dealing constantly in 
day-to-day operations with the representatives of foreign governments 
through ther embassys here in Washington, with the banking insti 
tutions of the United States, and with representatives of industry, 
working out the procedures and methods by which procurement will 
be undertaken and financed through commercial channels. 

The Budget Division, as the name would imply, is responsible 
basically for the formulation and execution of the budgets of the 
mutual security program. 

It is divided, as you will see, into two branches—the Administrative 
Budget Branch, which focuses its attention continually on the admin- 
istrative type expenses, and the Program Budget Branch, which, as 
the name again indicates, devotes its time to the formulation and the 
execution of the operating program budget for mutual security 
program. : 

Coming last to the Audit Division, which is the division through 
which I discharge my responsibilities for end use controls, you will 
note we again have three branches—the Voucher Examination Brane h, 
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which audits the claims for reimbursements received from the par- 
ticipating countries, directly, or the transactions involving financing 
of commodities through banks, as well as a whole host of project and 
.dministrative-type claims, travel and utility bills, and things like 
that: the Operations Audit Branch, which is engaged in the review 
and preview of contracts for services, and participates in the negotia- 
tion of such contracts with the contracting officer of FOA and the 
General Counsel and the Price Branch, which is engaged in the analy- 
sis of prices paid in connection with commodities supplied under the 
aid program. 

This. a@ain, 1s an unusual branch in a Government agency. It is 
established as a result of the provision of the ECA Act, which recog- 
nized that because the FOA and its predecessor agencies were not 
procurement agencies in the normal sense, and that in reality the 
{nited States Government was financing procurement undertaken 
through private « hannels of trade. Some such arrangement was neces- 
sary to be sure that the prices paid by persons who were undertaking 
{he procurement through these private channels would be in the best 
nterests of the United States Government; that is, we were getting 
a dollar’s worth for a dollar. 

In addition, we have up here a comprehensive audit staff, which is 

newly established organization. It is coming into being gradually. 
We now have a couple of people in it in Washington. It is being ex- 
panded. In addition, attached or reporting through this branch are 
our overseas traveling auditors, who also are being’ increased in 
number at the present time, in recognition of the increased respon- 
sibilities falling on FOA in the worldwide audit of the mutual security 
program. It is through this branch that we maintain our day-to-day 
contact with the mission controllers that are stationed in the various 


hich are receiving aid under 


[ nited States missions in the countries w 
he program. Normally each mission has a controller with a staff 
dept ndy y upon the size of the program that is heing carried out in 
the cour try, and that controller is responsible for reporting periodi- 
ally to the FOA Washington controller, and, as I say, this staff is 


respol ible for review ot these reports for coordination of action 


within my office as between divisions or as between branches of the 
Audit 1) Vision, to be sure that mission controllers ire gvettil oO the 
proper euldance ana techni il dy] e trom the Washi eton head- 
Guarters, 

Mr. Mraper. Mr. Chairman. 

Mir. Brownson. Mr. Meader. 

Mr. Mraver. Mr. Murphy, for the purpose of appreciating the size 


of your operation, would Vou tel] us how many people vou have in 


your office, what your budget is, how much it costs the FOA for this 
auditing function, and also how many of your people are overseas ? 

Mr. Murrny. Yes, sir. 

In the Washington office, sir, the number of positions that were 
engaged in this type of function in the complex of agencies which 
preceded the initiation of Reorganization Plan No. 7 last August 1 
totaled 343. Now, at the present time, the authorized ceiling under 
which IT am working is 278 positions, which are substantially filled. 
There may be 1 or 2 vacancies, but substantially they are filled. 
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Our fiscal year 1955 budget for this office requests the total of 2 
positions. That is for the coming year. The costs of the sensei 
for the 3 years are—well, the actual cost for fiseal year 1953 was 
$1,935,000. The estimated cost for this fiscal year is $1,870,000, which 
seems a pretty close figure to the former figure, and is accounted for 
by the fact that the reduction in force which took place in the early 
part of this fiscal year wasn’t completely accomplished until October, 
and in some cases November. When the people left the payrolls they 
had some large terminal-leave payments, so the real saving occasioned 
by the reduction will not really be evident until we move forward. 

The estimated cost for fiseal year 1955 is more indicative. We esti 
mate that the cost will be $1,497,000, which means that in comparison 
with fiscal year 1953 a half million dollars will have been saved on a 
S2 million organization, or approximately 25 percent. 

Mr. Brownson. What is the fiscal year 1955 figure, please ? 

Mr. Murpuy. It is $1,497,000. 

Mr. Brownson. And fiscal 1954? 

Mr. Murpny. It is estimated as $1,870,000. 

Mr. Mraper. That is just the Washington office, however ? 

Mr. Murpny. Yes; that is just this complex that you see here. 
Now, with respect to overseas, | am afraid I don’t have as good sta 
tistics. I have information here on the European personnel, but I 
would request to be allowed to supply the committee with complete 
data for the whole world on a somewhat comparable basis to what 
i just gave it in Washington. 

Mr. Brownson. We would be very happy to have that information. 

Mr. Meaper. And the cost, too. 

(The documents, exhibits 11A—11F, furnished are as follows:) 


Exuipir 11A 


TABLE B-1 Worldwide summary, personnel strength, FOA programs—Includes 
all U. S. Government personnel under FOA supervision as well as regular FOA 
employe es, who are paid from FOA funds 
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ment personnel under FOA supervision as well as regular FOA employees, who 
are paid from FOA funds 


TABLE B-2 FOA/Washington personnel strength—Includes all U. S. Govern 
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De ber 44 1,22 215 10 1 
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19 1, 241 228 11 l 
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Exuisir 11B 


Estimated number of Department of State personnel engaged in Foreign Opera 
tions Administration controller-type activities overseas, fiscal year 1954 


Total Department of State Portion. applicable FOA 
controller-type staff ctivitic 
Numer Number 
( ost 
total Salary « t 
Americans Locals Americans , Local 
Grand total i 170. 5 441.0 | $1,881,729 35. 94 87. 00 $392, 338 
Europe, total... 74 Is4 793, 392 7.39 15, 27 75, 469 
Austria 14 56 161, 707 60 2. 39 6, 892 
Belgium 
Denmark 2 6 27, 188 32 { 1, 206 
France 16 33 182, 879 1.04 2.14 11, 887 
Germany 110 18 108, 955 2. 00 3. 50 21, 791 
Italy Y \7 8S, 311 72 if) 7, 065 
Netherlands 9 F 18. 105 09 rs 815 
Norway 2 2 15, OYS 20 2 l 10 
Portugal 4 2 25, 850 at 13 1 1 
Spain 1 1] 37,682 63 1.74 109 
Switzerland 
United Kingdom 5 31 88, 658 33 2.03 798 
Yugoslavia 6 3 38, G59 1. 20 60 7 y2 
Far East, total 25.5 49.0 280, 672 6.71 11.71 1877 
Burma 3 3 23, 677 1. OF 1. OF 8, 334 
Formosa . 2 5 32, 027 4 1. 3¢ 8, 679 
Indochina 6.5 10.0 66, 834 1.90 2 0 19. 582 
Indonesia 3 8 31,347 1.32 3. 52 13, 793 
Philippines 6 17 78, 734 37 1.0 4, 881 
[Thailand 5 6 48. 053 52 1.82 14. 608 
Near East, South Asia and Africa, 
l'otal 7 208 807, 66 21.84 60. 02 246, 992 
Afghanistan 3 l 20, 882 52 17 3,612 
Egypt 2 7 30, 8&3 91 3.18 14, 021 
Greect § 51 149, 091 4.23 14. 37 42,025 
Ethiopia 3 2 30, 094 92 61 9, 257 
India, Nepal 4 29 67, 599 1.62 11.77 7, 459 
Iran 13 56 158, 409 2. 41 10. 33 29, 226 
Iraq { 14 58, 877 1.5 22, 363 
Israel 3 6 38, 593 1. 40 2.79 17, 994 
Jordan 2 l 12, 987 1. 3¢ 68 8, 808 
Lebanon 4 19 62, 004 1.17 5. 57 18, 182 
Liberia 3 2 26, 223 2.71 1. 80 23, 653 
Libya 
Pakistan : 7 lf 87, 108 1. OF 2.43 13, 238 
Saudi Arabia 2 l 20, 077 xO 4() 8, 030 
Turkey-. 6 3 44, 838 1.22 61 4,124 
1 Estimated 
Note.—Latin America: No controller-type services rendered by Department of State in thi 


Exuisir 11C 
EXPLANATORY NOTES 


The attached tabulations include all United States Government personnel 
under FOA supervision as well as regular FOA employees, who are paid from 
FOA funds. 

Data for the months August 31, 1953, on through the present show actual 
FOA employee strength. For the previous months, before FOA came into being, 
the figures are comparative, i. e., including personnel of the Mutual Security 
Agency, the Office of the Director for Mutual Security, the Technical Coopera- 
tion Administration, the Institute of Inter-American Affairs, and elements of the 
State Department which were transferred to FOA jurisdiction (such as the 
escapee program). Excluded from these figures, in order to make them truly 
comparable, are information personnel who were transferred to USIA. 
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—— 


FOA WASHINGTON 


Figures exclude man-year employees of participating agencies who, although 
they are a charge against FOA funds, are hired and supervised by the other 
agencies. This excluded group include backstop personnel in such agencies as 
Agriculture, Commerce, and Health, Education and Welfare; and Department 
of State personnel engaged in support activities in behalf of FOA (such as 


communications work). 


OVERSEAS MISSIONS 


“Other United States agency employment” under “United States nationals, 
program personnel,” are technicians employed by agencies other than FOA, 
but paid from FOA funds and supervised by FOA mission chiefs. Also in- 
cluded in this group are reimbursable details paid from FOA program funds. 
In order to keep the tabulation as simple as possible, the reimbursable details 
paid from administrative funds are included under the single colunm “Adminis- 
trative personnel, total,’ along with regular FOA employees. 

The sharp increase in FOA program employees, and the corresponding de 
crease in “Other United States agency employment” in April results from 
the transfer effected in April of large numbers of technicians from other agency 
rolls to FOA rolls. 


CONSULTANTS AND BATTLE ACT 


In “United States nationals” columns, for both administrative and program 
FOA employees, consultants are included. Personnel paid from Battle Act funds 
are included under “Program personnel.” 


ExHIisir 11D 


Summary of controller positions, Far Fast missions 


} I 454 k a] year 1955 
| 
A | A I A Salary 
ae | | Amer | Locats | Sal Locals | Salar 
B ¢ 62 $9, 042 $4, 44 
I R48 8, G68 7 68. 274 
Ir ; O75 2 ] ’ 2. 116, SO 
I 0 2 ‘ 12 4 
I — OF ‘ s 60. 468 ‘ 7 60, 097 
I 43, 64 42 2 38, 141 
4 634 61 19. 007 
ire t ‘ i ntroller nature located w the Executive Office. 
Latin America there at rate control ich. Controller duties are performed ‘by 
1 an tratiy r ‘ ‘ bl 1 wide range { I istrative functions. 
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Exureir 116 
Summary of controller positions, Near Rast, Asia, and South Africa 
Fj sar 19 Fiseal year 1954 k il year 19 
Missio 
—- va a a Loca 7 aaner: | 4 
ican co. ( ) icans 
Afghanistan 2 I $15, 228 2 1 28 
Egypt 1 $13, 321 l 16, 244 l 5 14 
Ethiopia 2 12, 972 12, 972 2 2 
Greece , 123 34, 461 6 0 l i § 40 ss 
India 3 2 17, 890 1 ? { 4 4 30) ) 
Iran 7 9 690 14 lf l 1 14 28 43, 54t 
Iraq 2 1 13, 881 2 | 15, 959 9 
Israel } 13 14, 860 $ t 28, 7U1 } 1,211 
Jordan 2 2 Li, Ost 21.170 2 21,809 
Lebanon t 6, 666 4 660 { 6 
Liberia 1 3 10, 191 1 ; 10,19 ; ; 
Libya 2 6 17,8 & 4, OSE e 0 
Pakistan 2 4 15, 231 2 4 2 2 { ‘ 
Saudi Arabia l 1 1, 06 ] ; is] | ; 2 OS 
rurkey 4 5 44,453 { {8.2 
lotal 40 17¢ 22,118 4 4 8,79 46 111 29 
Exuisir 11F 
Summary of controller positions, Europe 
Fiscal year 1953 Fiscal year 1954 Fiscal 
Mis ' 
Amer ocals Salary A mer- Lo Sal A mer- 1 
ical co c S ic 
Austria 4 15 $60, 693 11 $44, 82 2 S 1,109 
Belgium 6 15 71, 200 l yg 24. 663 5 13, 020 
Denmark i4 52, 909 ] S 19, 942 2 7 24, 522 
France 6 53 138, 168 7 18 97, 444 7 18 5, 024 
Germany 10 15 101, 573 1 ll : $ y 50,9 
Italy 40 121, 44 19 , 17 64, 4 
Netherland ’ 2 52, 908 l l 22,14 
Norway } 7 28, 438 ] 5 c 17, 884 
Portugal t 1 31, O77 ] 1 7, 704 
Spain 5 2 2 20, 3238 
United Kingdom 2 2 27, O74 2 } 1 19, 958 
Yugoslavia 1 2 27,718 ; 22, 712 
USRO...c0s- 8 73,181 7 
POGRL. cca0 6 169 | 786, 472 41 91 491, 76 29 80 10, 842 
Mr. Brownson. We were talking in that connection about the pro- 


curement of these fishing boats, which looked like a fairly simple 
thing when we started, and we found seven different agencies got in- 
volved in it before they were through. I wonder, in the light of your 
statement that 34 } people were involved in your program before Re- 
organization P lan No. 7, and now you have 278 in your office, if the 
other agencies aren't still hanging on to the balance of those people. 
Mr. Murrnuy. No, sir. You see, when the reorganization plan went 
into effect, the one agency absorbed all of the prior agencies. In 
other words, FOA absorbed the previous MSA, the previous Insti- 
tute of Inter-American Affairs, the previous TCA, and the Office 
for the Director of Mutual Security in the Executive Office of the 
President. All those 4 outfits were merged into 1, and of the people 
in those 4 outfits, engaged in controller-type operations there are 278 
left and the remainder are no longer involved in the aid program. 
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Mr. Brownson. I see. | didn’t appreciate the difference. You 
were discussing what was in the various agencies which were merged 
to form your agency. I thought part of it was the agencies that were 
cooperating in doing your type of work. 

Mr. Mureny. These agency initials certainly are confusing, I will 
admit, and it is easy to look at a piece of paper on a particular trans- 
action and see these initials and add up the initials you see, and as- 
sume there are that many agencies, but that, of course, is not true in 
all cases. ECA, for example, was the forerunner of MSA, which in 
turn was one of the forerunners of FOA. Depending upon the pe- 
riod of time hw hi ( h a transaction took place, the agency would have 
been referred to under a different alphabetical symbol, but they could 
be talking about one particular organization over the course of the 
years. That is particularly confusing in the case of Indonesia, and 
th: at came about more or less through a prov ision of law. 

If you will recall in 1952, the Congress repealed quite a few provi- 
sions of the ECA Act and stipulated that economic assistance under 
the ECA Act thereafter could only be rendered in countries who were 
exerting a military effort in cohort with the United States, and Indo- 
nesia, of course, did not fill that bill, and as a result the Indonesian 
program was switched over to the Technical Cooperation Adminis- 
tration, 1n recognition of the fact that the po a basically one 
of technical coope ration and found itself under the agency of the 
TCA; and when you merged into FOA, TCA came in. So you had the 
Indonesian program run in three different periods of time by three dif- 
ferent e * ments, but all of which are now embodied in this particular 
organization. 

Mr. Brownson. The Indonesians certainly led a nice quiet peace- 
ful tropical life before we came sleni I think of the typical Indo- 
nesian girl leaning against the palm tree that you see on travel posters, 
and I wonder how these affected her welfare. 

Mr. Meaper. Mr. Chairman. 

Mr. Brownson. Mr. Meader. 

Mr. Meaper. In connection with the figures Mr. Murphy is going 
to supply us, I have one further question. Are any of your functions 
performed by the Embassies and missions overseas # 

Mr. Murrny. Yes, sir. Insofar as administrative accounting is 
concerned, we frequently call on the Embassies to render services to 
our missions rather than to establish separate staffs to perform those 
services for us. You take a typical housekeeping operation like pre- 
paring a payroll. The Embassy has a staff that does payrolls. They 
have a supervisor usually who is perfectly competent, who knows the 
rules and regulations surrounding payroll. We in some instances 
face the question of whether we set up our own individual in this 
mission of ours to run a payroll operation, or it is possible that the 
Embassy, perhaps, through the addition of one or more local em- 

ployees, could pick up and payroll the additional names, and we take 
ee antage of the overhead in the form of a supervisor which is already 
there. 

Mr. Meaprr. You reimburse the State Department where it per- 
forms the administrative functions ? 

Mr. Murpuy. That is correct, sir. 
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Mr. Meaper. So in the figures you supply the committee, will you 
show separately your own personnel and its cost abroad and the re- 
imbursement you make to the State Department for administrative 
services that they render for you ¢ 

Mr. Murreny. I can give you that latter figure in total. I am not 
sure I will be able to break that down as fine as to show you exactly how 
much of what we pay the State Department is devoted to controller- 
type activities. Frequently, in reaching agreement with the State 
Department, the totals we pay them are negotiated tatals. We get 
reports from our missions as to what services they are receiving and 
how much they think they are worth. The State Department gets its 
own reports on what services they are rendering and what they think 


. they are worth. Then the two agencies in Washington get together 
and work out a figure. 
Now, if there was a difference between them in the first place and it 
. is resolved by, perhaps, splitting the difference, you can't always pre- 
cisely stipulate how much of the result is applicable to controller’s 
staff. 


Mr. Meaner. I understand they are scrutinized more closely since 
you also have to account for these counterpart funds used overseas in 
your budget. : 

Mr. Murrny. There is no question about the fact that since the local 
currency has to be paid for under the rules which we operate, we have 
to carefully scrutinize every dollar we spend. That may not always 
have been the case, but it certainly is the case today. We go over those 
figures carefully before we really come to agreement. 

Mr. Meaper. Thank you. 

Mr. Brownson. What are your latest figures on the total amount of 
money that has been made available worldwide under the foreign aid 
programs for both military and economic purposes / 

Mr. Murpuy. The money that we carry in our current reports, sir, 
which is the total of the money appropriated for all of the programs 
for which we are currently responsible adds up to $36.8 billion. 

Mr. Brownson. Now, of that amount of money, what proportion of 
it is unobligated at the present time / 

Mr. Murpuy. The figures I have in front of me, sir, are as of April 
30, which is our most recent report, and the unobligated balance at 
that date was $4,500,000,000, approximately. I can give you the exact 

“ figure if you would like it, sir. It is $4,533,098,411. Now, of that, of 
course, a very substantial portion is in the military assistance program, 
which is operated by the Department of Defense from funds allocated 
to it by the FOA. 

Mr. Brownson. Your office then is considered only with the non- 
military aid—that is economic and technical assistanuce aid; is that 
right ¢ 

Mr. Murpny. In certain aspects; yes, sir. For example, as far 
as the Audit Division is concerned, that is perfectly true. It is not 
true, however, of either the Budget Division or Accounts Division, 
because under the Executive Order issued by the President, after 
Reorganization Plan No. 7 went into effect, the President delegated to 
the Director of Foreign Operations Administration responsibility for 
coordinating all of the programs of foreign assistance, including the 
military, and he made available to the Director of Foreign Opera- 
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tions all of the money that had been appropriated to the President 
for that purpose, including, again, the military assistance funds. 

So the Budget. Division and Accounts Division, in the course of 
their daily operations, have to control and re port on the status of the 
military assistance funds, as well as the nonmilitary. 

Mr. Brownson. Don’t you just get that information from the 
military, primarily ? : 

Mr. Murrny. Well, the basic controls on the funds, sir, are main- 
tained in my office. That is, the control of the money is received by 
us from the President. and the overall accounting records and budg- 
etary records necessary to control those funds are maintained in my 
office. 

Mr. Brownson. But when vou want to know whether the money 
has been spent or not, you have to call the military because they 
are the ones spending it: aren’t they @ 

Mr. Murrny. To a large extent that is true, but there are substan- 
tial sums of military funds spent by other than the Department of 
Defense; FOA, for example. I can give you a good example of that 
currently. 

[f you recall in our legislation for the fiscal year 1954, Congress 
stipulated in section 55 that not less than $100 million and not more 
than $250 million would be used for the purchase and supply of 
agricultural surplus commodities in excess of normal trade patterns. 
Now, the military take no part in that program, and yet a large 
part of that program is financed from military assistance funds. 

Mr. Brownson. When you purchase this surplus commodity, you 
eall that military assistance ? 

Mr. Murrny. Well, Congress in the appropriation act, sir, stipu- 
lated that in financing this program, which was a directive under sec- 
tion 550, we must take the money from other than the economic assist- 
ance account for Europe, and they made all of the money under the 
program, including military assistance money, available for that pur- 
pose. At of this time we have taken $199 million of military assistance 
money this year for programs of supplying surplus agricultural 
commodities. 

[ might point out in that respect that section 550 requires that the 
countries pay for these surplus agricultural commodities in their own 
local currencies, and we have taken a substantial portion of those 
local currencies and earmarked them for the offshore procurement 
of military end items, which the dollars might have been used for in 
the first place anyway. So to a certain extent it is merely a financial 
transaction that could end up with the same result as if we had paid 
dollars directly. 

Mr. Brownson. In other words, you do make some purchases also 
at the request of the military: don’t you? 

Mr. Murpny. No, sir. The offshore procurement that is carried 
on with these local currencies is carried on by the Department of De- 
fense, and we make the local currencies available to the Department 
of Defense to transact those transactions. 

Mr. Brownson. I mean other end items at the request of the mili- 
tary, don’t you do some purchasing for the Defense Department of 
other items? 
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Mr. Mureny. Yes; we have programs known as common-use pro- 
grams, which are programs calling for the supply of certain items, 
which could be used by either the military or civilian elements of a 
population. POL is a good example—petroleum, oils, and lubri- 
cants—aviation gasoline, food in some instances, but those programs 
of common use are, as you say, carried out in conjunction with the 
military to supply needs of uniformed personnel in the country. 

Mr. Brownson. We fave heard your answer that $36.8 billien had 
been made available as of April 30, 1954, on the worldwide foreign-aid 
programs. As of that same period, or whatever other period your 
books may reflect, what was the dollar amount of goods and services 
financed by FOA and its predecessor agencies—MSA and ECA? 

Mr. Murrnuy. Well, I have my figures here broken down by area, 
sir. I don’t have one total figure for that answer. In the European 
area, for example, the total amount that was made available for both 
goods and services and facilities is $14.8 billion as of April 30. There 
were additional funds made available in other areas. For example, 
in the Near East for economic and technical assistance, there was a 
total of $139 million made available. For special economic assistance 
a total of S877 million. In Asia and the Pacific, for economic and 
technical assistance for Formosa and Indochina, a total of $656 mil- 
lion, and for economic and technical assistance for other than For- 
mosa and Indochina a total of $547 million; for relief and rehabilita- 
tion in Korea, $200 million, which was made available to us this year 
from savings in the military accounts, which were permitted by the 
cessation of hostilities in Korea; and in the American Republics, a 
total for economic and technical assistance of $66 million. 

Then for some nonregional programs, we call them nonregional 
because they operate in maybe more than one geographical region 
of the world: For basic materials development, $50 million; for ocean 
freight on voluntary relief packages, $30 million; for movement of 
migrants, $25.6 million: for multilateral technical development, $31 
million; and for international children’s welfare work, $16.5 million. 

Mr. Brownson. As of the end of December 1953, 1 understand there 
were $13.5 billion that had actually been expended for goods and 
services financed by the FOA and its predecessor agencies, MSA and 
ECA. I think we got the figure from Mr. Preu. 

Mr. Murrny. That is approximately correct; yes, sir. 

Mr. Brownson. What office of FOA has the responsibility of making 
sure that these materials and services financed by FOA are used prop- 
erly and promptly by the governments that receive them ? 

Mr. Murrny. Well, Mr. Chairman, I think that if it is permissible 
with the committee, I would like to give you a résumé of this end-use 
control operation, how it works, and then bring it into focus as the 
responsibility of the Audit Division here. 

Mr. Brownson. But primarily it heads up in the Office of the 
Controller ? 

Mr. Murpeuy. That is correct, sir, and more specifically I look to 
the Director of the Audit Division to carry out that responsibility. 

Mr. Brownson. Well, then that would be the next question I would 
like to ask you anyway. How does the Controller meet these respon- 
sibilities? 
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Mr. Murpny. I believe our series of charts here will indicate to you 
the evolution of our end-use control program. 

Chart No. 2 raises the question of why do we have controls. The 
reasons for these controls can be traced, in addition to the normal 
reasons of ordinary | usiness pr ude nce, to vi arious legislati ive direc tives 
of the Congress. The Con OTess, in enac ting the ECA Act in 1948— 
that was Public Law 472—stipulated that the participating countries 
must give certain Se ate to the United States in connection with 
the re eipt of assistance under that act, and the lnportant undertaking 
in this connection was the one which required them to make efficient 
and practical use of the resources furnished. ‘ ‘ 

Now that provision has been continued in the legislation up until 
the Daas and is contal cailak in the proposed lraft of legislation for 
fiscal year 1955, and it clearly indicates that Congress would expect 
the partie ie iting countries to undertake this responsibility. 

Mrs. St. George. Mr. Chairman, right there, if I might interrupt. 

Mr. Brownson. Mrs. St. George. 

Mrs. Str. Grorce. Now, who insures that the countries do follow that 
practice ¢ 

Mr. Murpny. I was coming to that, Mrs. St. George. 

In addition. idee, ¢ ongress also put certain res ponsibi lities on the 
Administrator of ECA, which have been continued through to tod: ay. 
In section 109 (a) of the ECA Act, it required the Ac Iministrator to set 
up a special mission to assure performance of operations within the 
countries and in section 118 of the same act, it required that the Ad- 
ministrator determine adherence by the countries to aid agreements, o 
if the country is diverting aid from the purposes of the act. 

So, basically, you have a two-pronged responsibility here set out by 
the Congress: (1) The responsibility of the participating countries, 
and (2) the responsibility of the U nited States Administrator of the 
aid program. Of course, we have the very basic underlying responsi- 

bility of any Federal agency to see to the } yrudent use of its funds under 
the Budget and Accounting Act of 195 0. 

Now looking at chart No. 3, a word about the controls which were 
instituted under the ECA—MSA agencies in the period of 1948 to 1952. 
One of the provisions of the ECA Act required that the countries enter 
into bilateral agreements with the United States, which would set out 
the terms under which this aid was to be rendered, and to be used by 
the countries. The specific section of the act was section 115 (b) (4). 

In addition, the act also required the Administrator, to encourage 
the countries toward the effective use of the aid, through a multilateral 
or international organization for that purpose, and he did so through 
the Organization for E uropean Economic Cooperation, which was an 
organization of about 17 European countries who were receiving aid. 

In June 1949, pursuant to the encouragement offered by the Ad- 
ministrator under the terms of the act, the OEEC passed a resolution 
calling for the establishment of uniform procedures in the various 
countries for the programing of aid, for the granting of import 
licenses, for the arrival and nationalization—that is a little confusing 
term, nationalization. By it is meant the actual integration into the 
economy of the commodities supplied under the program. For the 
distribution of the commodities and aid, and for the utilization of that 
aid. 
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Now, during the period of 1948 to 1952, the underlying principles of 
the control program evolved. The individual controllers that were 
sent over to the various countries started out first by establishing what 
they call transaction checks. They actually took particular commod 
ity transactions and followed them through from the time of their 
arrival in the country through the customs clearance, through the 
warehousing process, through the first consignee, and eventually 
checked the final utilization of the aid. 

In July of 1948, only 2 months after the act became law, the Admin 
istrator appointed in Washington an end-use assistant to oversee this 
operation and to develop policies under which it would be carried on, 
and in the same month he established the regional controller in Paris, 
to give guidance to the various mission controllers that would be 
established in the months to come in the various countries. As I say, 
they started out basically by these series of transaction checks in order 
to determine what it was really they had to be on the lookout for. 

Then in calendar year 1952-53, we saw the introduction of the 
control area program, which is the program which we now are carry 
ing out, and which we are still attempting to improve upon and refine 
as we go along. 

Now, referring to chart No. 4, what is this control area program ? 

sasically it is the device by which we have attempted to bring a little 
science into this matter of checking the end use of commodities under 
the program. It became obvious early in the game that if we were to 
be sure that we were going to get coverage of all types of commodi- 
ties we would have to categorize those commodities and classify them 
for purposes of checking and for purposes of establishing of control, 
and that was the first step taken, and it became known as schedule A. 
It divided all of the commodities supplied into these six sections : Food, 
feed, and fertilizer; fuel; raw materials and semifinished products; 
machinery and vehicles; miscellaneous and unclassified and a non- 
commodity sector, such as ocean freight and services which you don’t 
unload at a port. 

An attempt was made to engineer the end-use program in a way 
that would insure that a reasonable number of checks were made it 
ach of these sectors. 

The next step was to develop control points, and by control points 
we mean the various functions carried out in connection with the ré 
ceipt and distribution of aid, which should be checked for efficiency 
as we go along. 

Now, some technical examples are shown on the values on the chart. 
The committee may not be able to see them. The granting of import 
licenses, the checking of the country’s practices with respect to that 
function, arrival reporting and unloading of the commodities on the 
docks, the depositing of the counterpart “required by the country in 
terms of the commensurate value of the aid received; the customs 
clearance procedures of the country; the processes of nationalization 
by which these commodities were removed from customs or bonded 

warehouses, and naturally introduced into the economy of the coun 
tr ies and the controls exercised with respect to reexport of those same 
commodities. 

Now, it was determined after some experience that it was often 
possible to classify these commodities by ministries in the various 








30 FOREIGN OPERATIONS ADMINISTRATION END-USE CONTROL 


countries; for example, the ministry of agriculture in most countries 
is responsible for the control of all food, feed, and fertilizer, and the 
minister of interior or ti ansporti ition, depending upon the coun try, 
handles fuel in the form of P. O. L. and coal and so on. Across the line 
we were able to identify the aid commodities in a good many instances 
with specific ministries which made the job of exercising controls 
somewhat easier. 

‘T his control area program, as you will see, Was desioned to follow 
each of these sectors of aid, these commodity sectors, through these 
various control steps, right into the distribution process, where at- 
tempts were made to detect any diversions of the aid which had been 
sup yplie dl to purpos ses other than intended, or to detect deficient ware- 
housing practices, if such existed. If ECA or MSA supplied mat- 
rial laid in warehouses for extended leneths of time, an investigation 
was made into the situation to determine why the aid was asked 
for in the first place and why United States dollars were laid out for 
it, if it wasn’t needed right away ; and finally to the end utilization 
of the p roduc rn itself, 


Now, Mr. Chairman, again, if the committee would like to for in- 
sertion in a record, I have a more detailed schedule which gives the 
various subheadings under these commodity sectors and gives the 


various control points in detail, which I hesitate to read at this time. 

Mr. BROWNSON. We appreciate that. We would like to have the 
detailed schedule you are using today in the record. 

(The detailed information appears as exhibits 12A and 12B below.) 


Exuisit 12A 


SCHEDULE A Uniform dollar-aid sectors 
Name Commodity le group 
I. | 1 fe 
G (2 
hy oO 030 0 inclu i 230, 233, 235 and 236. 
Il 
roleum and products 620 including 621 and 622 series. 
Coal and related fuel 610 
III. Raw Mat Is and Semifinished Product 
Cotto 170, 17 nd 1761 
Nonferrous metals and products 691 to 698 inclusive 
Iron and steel mill materials and products | 660 including 661, 670 and 671 series. 
icluding ferroalloys 
Other 1762, 1763, 180, 190, 200, 215, 220, 370 to 592 
inclusive, 640, 650, 651 and 680. 
I\ 1 ery and Vehicles 
z) Machinery and equipment 710 to 790 inclusive and 830, 831 and 832. 
6) Vehicles and other transportation equipment 820, 840, 850 and 858 
V. Miscellaneous and unclassified 
a lobacco 160 
h) Other 210, 880, 890, 891, 892 and 899. 
VI. Noncommodity sector 
Ocean fre ht 950 
4h) European 7 1yments Union 
Technical services- -- ; 930 
(d) Technical assistance 
e) Other-... ; ‘ 940 and 951 
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Exutsit 12B 


ScHEDULE B.—Schedule for designating applicability of specific control areas to 
various dollar-aid sectors (sectors of aid from schedule A) 


Food feed and Fuel Raw materials and semifinished 
. fertilizer products: Nonferrous iron and 
General and specific control areas 
Grains | Other POL Coal | Cotton, Metal Stee] Other 
Program of authorization 
(Specific control areas in this general 
area will be considered at a later 
dat 
Subauthorization or import licensing 
1, Advertising procurement author- 
ization 
2. Reviewing applicatior 
3. Investigating applicants 
4. Awarding use of procurement 
iuthorization 
5, Reviewing contract 
6. Issuing subauthorization or im- 
port license 
7. Checking unexpended procure- 
ment authorization balance 
Payment and notification 
1. Mission accounting for paid ship- 
ments 
2. Requesting counterpart deposit 
3. Depositing counterpart 
Aprival and nationalization 
1. Unloading 
2. Clearing customhouse 
8. Reporting nationalization 
4. Reporting discrepancies 
5. Controlling free port entries 
6. Correcting unreported arrivals 
Distr tien 
1, Distributing 
2. Warehousing 
Utilization 
1. Method of selecting items for 
investigation 
2. Determining time of investigation 
3. Verifying receipt, quantity and 
quality 
4. Verifying eligibility 
5. Verifying effective use 
6. Checking for reexport without 
processin 
7. Checking f East-West trade 
8. Recommending corrective action 
9. Followup 
Nott Italie titles represent “general control areas’; numbered subtitles represent suggested “‘specifie 


control areas.” 

P. C. Controls to be designated 

Mission controls to be designated 

Dual controls to be designated 

Mr. Meapver. Mr. Murphy, how many people do you have engaged 
in this checking up on utilization of aid and materials ? 

Mr. Murrny. Well, again, Mr. Meader, my statistics on Europe at 
the moment are a little better than they are for the world as a whole. 

Mr. Meaper. First of all, have you adopted this same program else- 
where than in Europe ? 








~ 
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Mr. Murpnuy. No, sir; but this is one of the things we are looking 
forw: a to. I don’t mean to imp ly from that that we are going to he 
able to pick up this system which was designed around experienced 
gained in Europe over a period ‘of § 5 years and be able to superimpose 
it without ad: pti ition or modification on the countries of the Near 
Kast, for example, where you have entirely different cultures, entirely 
diffe ‘rent degrees of sophistication and business practices. So that T 
have no hope that we can just transfer this experience into other areas 
of the world, but the basic principles that are involved in this system, 
it seems to me, would be applicable in any area of the world, and what 
we are trving to do is to lift out of this system those basic principles 
and apply them with whatever adaptation is necessary to the other 
ie world, and we are currently engaged in planning that 


areas of tl 
exercise. 

Mr. Mraver. Before you answer the other question about the number 
of people in it, when did this start ? 

Mr. Murpny. This started, really, with the aid, when the ECA 
Marshall plan aid program started in 1948, but, as you can see, it was 
a process of evolution. First, they had to feel their way. This is 
something brand new that nobody ever attempted to do before, to my 
knowledge. It is a type of audit, but it isn’t anything that can be 
compared to an audit you might undertake of a corporation like Gen- 
eral Motors or General Electric. It is on a vast scale, as you can see 
from the heures I read out a little while avo. 

There was a considerable period of time spent in feeling out the 
system and atte mpting to devise some system of checks, which would 
develop inadequacies in the practices of the country, or unsatisfactory 
conditions, and enable the interested individuals to bring about cor- 
rective action. a I think I might say, and I will probably 
say this several times, the basic ert e of the whole system is to 
insure the effectiveness of United States aid. 

As I say, we started with the spameiaiitien: we moved to the control 
areas, and gradually we amalagamated the two, so that we tried to 
get a combination check both on areas and on transactions. 

Now. with respect to the personnel statistics, sir, that you asked for. 
At the present time in the European area, we have a total of 34 Ameri- 
cans in our controller offices. That a taka a} with some other figures 
which I have here; on September 30, 1951, there were a total of 90, 
and on March 1, 1953, there were a total of 47. That reflects in some 
degree, you will realize, the fact that the European area of this aid 
program is dwindling. In other words, the request for fiscal year 1955 
for Europe is only a fraction of what has been asked in previous years 
for Europe, and the emphasis is shifting in the world, and it has been 

ossible to reduce personnel to a certain extent in Eurépe. 

Mr. Mraprer. When you say in your controllers’ offices, do you mean 
that these 34 people are devoting their full time to this end-use check, 
or are they doing a lot of other control functions at the same time ? 

Mr. Murpny. They are doing other, but related functions. In other 
words, they are responsible -the controller in the various missions 
are responsible for seeing that the countries deposit the counterpart 
as pean: Everv month we send out from the Accounts Division, 
a report to each mission controller in Europe, telling him what pay- 
ments FOA Washington had made for commodities du ing that month 
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and relating them to the various procurement authorizations, and the 
controller takes this information received from Washington, goes to 
the appropriate official the finance minister usually, in the country, 
and says, “We have been notified by our W ashineton office that they 
have pi iid out X number of dollars re these procurement authoriza- 
tions in the past month for cé a ties to your country, Please ar 
range to deposit the corre; px nad hy ue of your currency in a bank 
account for eventual agreement pera, vou and us as to what will be 
done with it.” That is the famous counterpart that you undoubtedly 
have heard a lot about. So that is one function they exercise. 

In addition, they, of course, audit the uses to which these counter 
part funds are put. That is in the nature of an end-use check again; 
but it is not following a commodity through a pipeline or through 
channels of trade, but it is more a financial type audit. They see that 
the counterpart generated by the country was used for the purposes 
which we agreed it would be used for and was used effectivel ly and 
economically for those purposes. 

In addition, they have certain accounting, administrative account- 
ing responsibilities. They maintain the allotment account for example, 
on the money that is made available to the mission directors for the 
expenses of running his mission, and they make reports periodically 
on that. 

So there are a whole host of functions carried out by these con- 
trollers. I didn’t mean to imply that all of these people that I men- 
tioned are devoting their time exclusively to this pro \blem of end-use 
check, although it does occupy a substantial portion of their time. 

Mr. Meaper. You probab ly don’t have the means of getting accurate 
figures on just how much manpower is used on this audit check, but 
you can make an estimate of whether or not these 34 people spend 
one-third of their time or one-fourth or whatever it may be. on the 
end-use check. 

Mr. Mureny. I would say that they spend over 50 percent of their 
time on end-use check, sir. In other words, it is the function in which 
they are most actively engaged. 

Mr. Meaner. Is that also true of these earlier periods when they had 
more people iad the controller’s office ? 

Mr. Mure Yes, sir, I would think that it was also true of those 
periods, Shei the at this has been the big problem for controllers in the 
overseas missions. 

Mrs. Sr. GrorGe. Mr. Chairman. 

Mr. Brownson. Mrs. St. George. 

Mrs. Sr. Grorar. Mr. Chairman. before vou take the chart down. 
what control do you find you have after 1] these thi Ings vet into the 
hands of thes se various ministeries? There has alwavs been a great 
deal of criticism that so much of our aid went through these various 
governments that were often extremely unstable. Now, once the min- 
istry takes over, what control do you have ? re you think that 
it is being badly used, improperly used, can you do anything after 
that ? 

Mr. Murrprry. IT would like, first, Mrs. St. George, to dispel an ap- 
parently erroneous impression that the ministries take over the com- 
modities. They do not. The act specifically has required that these 
commodities move through aakaseeiad channels of trade 
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Mrs. Sr. Grorce. What do those ministries represent, then ? 

Mr. Murrenuy. They are just like our Department of Commerce, 
for example, which doesn’t take physical possession of the goods, but 
lays out the rules for export and lmport. 

Mrs. Sr. Grorcr. That is very important, though. 

Mr. Murpny. It is a very important function, but they do not come 
into possession of the voods. 

Mrs. Sr. GrorcGe. But they can direct where the evoods would 20, I 
should think, in their own countries. 

Mr. Murreny. Again, we have to bear in mind that these imports 
are made by individual private importers in the country, usually after 
those private importers have made available to the Government the 
cost in local currency of the transaction, and I think you will agree 
that that being the case, the private importer who has put his money 
on the line will fully expect to get the commodities for which he paid, 
and the ability of the Government, except in erises, to reach in and 
take those imports away from the individual importer, I imagine, 
would be very limited. 

We have emphasized this commercial channels-of-trade angle. We 
currently emphasize it, and from my observation it is pretty clear it 
has been emphasized consistently since the act was passed originally 
in 1948. 

Mrs, Sr. GrorGe. In other words, you are confident that in spite of 
the Government angle that we still have a control that these things 
go where we intend them to go? 

Mr. Murpny. Yes, ma’am, I am confident that there is no particu- 
lar source of concern in that area. 

Before leaving this chart, I would like to repeat then the fact that 

we have basically two different types of checks which are made mn 
connection with the program: The first being the thing you would 
expect, the transaction check, where a particular machine tool or par- 
ticular load of wheat is actually traced through the various steps. 
The second—and I must emphasize I think it is equally if not more 
lnportant is the check on the exercise of the count I'y of its own con- 
trols. Frequently, by stopping a leak or removing a deficiency in the 
control system of the country, you Can bring about large benefits 
which you might never get through individual transaction checks, 
although again I must admit that frequently it is the transaction 
checks that reveal those weaknesses. 
Mr. Brownson, I would suggest at this point, since it is 12:30, and 
the chairman has tried to keep in touch with the situation on the floor, 
where it is expected there may be a vote sometime between l and | cs 
that it would probably be a food procedure at this time to adjourn 
until 2:30, with that vote intervening, so that everybody might vei 
a bite to eat and reconvene prompth at 2: 30. if you W ill please. 

We will recess then until 2: 30. 

( Whereupo , at 12: 30 p. m., the committee was recessed until 2: 30 
p.™m., the same day.) 
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(Whereupon, at 2:40 p. m., the subcommittee reconvened. ) 

Mrs. Sr. GrorGe (presiding). The chairman has asked that we con- 
tinue with the hearings now as he has been detained and will be in a 
little late. 

So, Mr. Murphy, would you continue with your testimony and your 
presentation / 


FURTHER TESTIMONY OF JOHN E. MURPHY, CONTROLLER, FOREIGN 
OPERATIONS ADMINISTRATION; ACCOMPANIED BY FRED L. 
PREU, DIRECTOR, AUDIT DIVISION 


Mr. Mureny. Yes, Madam Chairman. 

Mrs. Sr. Grorce. I know we had gotten to one topic we had _ not 
finished explaining. 

Mr. Mureny. We were just about to leave this chart on the various 
elements of control and go to chart No. 5. Chart No. 5, Madam Chair- 
man, is intended to illustrate the three basic questions which we are 
constantly asking ourselves as we test the control systems. 

The first question: Are the participating country controls adequate ¢ 

The second question: Are the controls well implemented by the 
participating country / 

And the third question: In what areas and centers, and to what 
extent, do deficiencies exist? That, of course, means deficiencies in 
the control system. 

We believe that if we have the answers to these three questions, 
they will provide guides to corrective action. Now [referring to 
chart No. 6| what are the results of the control area program / 

Well, the control area program Was designed to, and we believe it 
does, point out the necessary corrective action. Secondly, we believe 
it encourages participating countries to enforce adequate procedures 
to prevent leaks in their own economy. 

And, third, and by no means least, it enables the participating coun 
try and the United States to better plan aid requirements. And this 
planning, as you know, is accomplished through the medium of a 
country team under the leadership of the Ambassador in each coun- 
try, and consisting of the Director of the United States Operations 
Mission, the chief of the military assistance adv isOry group carrying 
out the military assistance program in the country, if any; and other 
Government agencies to the extent they might be interested on the 
United States side: and, of course, of the participating country, the 
representatives on the other country’s side. 

Mrs. Sr. Grorce. Now, Mr. Murphy, when you say “other Govern- 
ment agencies,” just how many would you say that represents, be- 
cause on that table you have five figures; but that would mean it 
would be considerably more than that ! 

Mr. Mcrpny. Well, FOA, in any country where aid is being 
granted; and, of course, the State Department. The military would 
be represented in cases where there is a United States military pro- 
gram being carried out. 

Now, other Government agencies would rarely come into the picture, 
Madam Chairman. But 1 can visualize circumstances where the 
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Department of Commerce, for example, on trade matters, would be 
| rought into the picture ; or the Trea ury attaché in that particular 
country might be invited in if the subject under discussion had im- 
plications of concern to the Treasury. 

Mrs. Sr. Grorce. In other words, they almost always would be rep- 
resented by staff people in the Embassy, would they not / 

Mr. Mureny. Normally. 

Mrs. Sr. Grorce. Normally, commercial attaches / 

Mr. Murpuy. That’s right; and the attachés would fill out the 
group. 


Now, on chart No, 7—the question of future emphasis. If you re- 





eal , in mak ng his openi ” statement, General Riley referred to an 
effort we ¢ urrently have underway in the FOA which we eall Opera- 
tion Blueprint. Operation Blueprint, in its simplest terms, is in- 
tended for and is nothing more nor less than an attempt to bring into 
the picture by July 1 of this year uniformity in the conduct of FOA 
programs OD a worldwide basis, to eliminate this business of trying 
Lo keep the programs operating in the different areas under ditterent 
systems promulgated by other agencies of the United States which 
have since been amaleamated into FOA. 

And the Important elements of the blueprint you W ill see the words 
“Standard, standard, uniform, uniform.” They are emphasized all 
the way down the line. It is basically that. We have, since last 
August 1, when the FOA was established, and since the physical inte- 
eration of the personnel, some of which took place as late as October 
because of various moves in different parts of the city from one build- 
ing to another, and in recognition of the fact that the fiscal year was 
already well underway in 1954, and these agencies had already com- 
menced to implement their 1954 program—we were faced with the 
task of attempting to juggle the balls, to keep the balls in the air, so as 
not to interrupt program procedures during the current fiscal year, 
and at the same time doing a major part of the constructive planning, 
leading to the opening of fiscal year 1955. 

And as a result, what we are shooting for is smooth transition, and 
on which will make it possible for the agency to proceed on some 
reasonably uniform basis, recognizil oe that there are different types 
of programs carried out and, of course, different programs frequently 
demand different techniques of administration. 

But one of the phases is the standard project proposal, This is an 
effort to have the field missions incorporate standard information 
which FOA in Washington feels it needs with respect to all projects, 
in a standard format when submitting proposals for undertakings 
in the different countries, for standard project agreements, so that we 
have some degree of uniformity as among the countries, and so we 
know where to look at a project agreement for a provision, so the 
financial provisions are in a certain place, and other conditions of it 
are spelled out uniformly. 

Uniform allotment procedures, so we don’t have the situation where 
the same kind of aid in some instances is being carried out under two 
different methods. We believe we have a standard that will work— 
again making allowances for the different kinds of programs. 

Global FOA regulations, so the rules of procurement in the Far East 
do not differ from Latin American procurement and the Near East. 
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Uniform program reporting system, so we get the amount of infor- 
mation we need, depending on the type of projects being carried out, 
und get it when we want it. 

A uniform accounting system which, of course, ties back into this 
allotment business, item No. 3. 

More effective contract procedures, and last but not least, and very 
closely tied in with the other objects, is the worldwide audit program. 

Now, you will recall, that earlier in the testimony in discussing the 
organization chart, I mentioned that we were adding staff for “field 
audit work, and for greater coordination of the field comptrollers’ 
activities at the Washington level. And this end-use control program 
which we are —_ ifie ally dise ussing today is, ot course, one aspect of 
the world-wide audit program. 

Mrs. St. Grorer. Well, now, this is more or less in the blueprint 
stage and in the future, is it not? 

Mr. Mureny. That is right. As a matter of fact, the blueprint has 
actually been reproduced in draft. The head of the Accounting Di- 
Vision In my Office is now in New Delhi, India, where he has been con- 
ferring w ith the controller from the neighbori ing countries to lay out 
the basis for the starting of the fiscal year. 

His assistant had just returned from Manila, where he met. with the 
comptrollers of the Far East, and we are undertaking every effort to 
make it a smooth transition from fiscal year 1954 to fiscal year 1955. 

The blueprint itself is well along, I believe, and it probably will be 
another couple of weeks before a final official draft is dispatched to the 
field. But we have kept the field advised of the various stages, and 
they know the principles involved, and to a great extent they know the 
operating details. 

Mrs. St. Grorce. Well, I think, as the chairman stated this morning, 
that we will probably more fully appreciate the need for all these steps 
that you have just outlined when we explore what has already hap 
pened up to now; and I think we must bear in mind that these steps 
are still in the future to a great extent. 

Mr. Murpry. That is correct. 

Mrs. Sr. Grorer. Mr. Williams? 

Mr. Witiiams. Along those lines, I wonder if Mr. Murphy is the 
witness that can describe what the present system is, and how these 
proposals are going to differ from the present system. 

Mrs. Sr. Grorcr. As I understand, in the course of the various pre- 
sentations, we will get a very accurate picture of what is happening 
and what has happened; and then we will better see the necessity for 
the emphasis on this program. 

But I do think we must bear in mind that this program is not yet 
fully in effect. 

Mr. Murpny. That is correct. It is prospective. 

Mrs. St. Grorer. It is a prospective program. 

Mr. Mvurpny. For fiscal year 1955. One more point before I leave 
these particular charts. I would like to mention that to the extent we 
achieve goals Nos. 1 through 7, we make the job under No. 8 easier: 
because an auditor, moving from one area to another, if he can depend 
on finding in each country a basically standard system—his audit job— 
his approach to the job, can begin immediately; and he does not have 
to spend costly hours in surveying the setup before actually proceed- 
ing with his audit work. 
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Mrs. Sv. Grorce. Mr. Kennelly ? 

Mr. Kennetity. How will this change the system in Europe at the 
present time ? 

Mr. Murruy. The system in Europe will be changed in relatively 
minor respects, Mr. Kennelly. 

Basically, what the blueprint does is it recognizes that United States 
assistance is translated into aid—or United States dollars are trans- 
lated into aid into two basically different ways. That is, under the 
FOA program. One is by the importation of commodities into the 
country for release into the economy ; and the other is by the impor- 
tation of commodities into the country which are to be especially 
used on jointly undertaken projects. So that a generator is not 
going into some distributor’s warehouse to be sold at some later 
date. But it is Vong in to build a hydroelectric powerplant at 
dam X ina particular country. 

Now, to the extent that our assistance in Kurope is related to 
specific projects, and there are many instances of course where the 
commodities supplied by the United States have especially been sup- 
plied for a particular project, it will eall for the decentralization 
of the accounting controls to the mission, rather than retention of 
those controls in Washington, as has been the case in the past. 

Basically I would think that would sum it up; and I would not 
call it a major departure in view of the fact that we are phasing 
out in Europe. 

Mr. Kennetiy. If you would decentralize, would you not lose 
some of the control over the system abroad ¢ 

Mr. Murruy. No, because the blueprint, of course, will be supported 
DY ver detailed and exact procedures on how these particular 
accounts should be worked. what reports should he prepared and 
when; and they will, of course, be subject to inspection and audit 
by this group of auditors which we are recruiting and which we hope 
to have traveling from country to country doing inspection on our 
own controller’s to see that they are living up to the procedural 

tructions transmitted to them 

Mr. Kennetiy. How much do you intend to increase your staff? 

Mr. Murrpuy. We are aiming at a group of traveling auditors 
totaling 12 in number. We are operating, as you know, in about 


55 missions—55 countries—and I would hope that we can get to the 
point where each of those missions is visited not less than once in 


every year and a half. If I can make it, I would like to have it 
once every year. 
The results of the program wv ill be measured by a coordinated review 
and evaluation of the United States aid to influence continued im- 
provement in planning and utilization of aid between the participat- 
ng country and.FOA. And, consequently, not mentioned on the 
chart, but very important, is it to make the countries, the participating 
countries, aware that by the use of a good control system they can 
vet more effective use of their own resources either by their own 
free dollars or other currencies: teach them as best we can how to 
plug loopholes in the system, how to stop paying excessive prices 
for commodities and imports, and so forth. 

That, Madam Chairman, concludes the presentation, as far as the 
charts are concerned. And I would be pleased at this time to answer 
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any questions which the committee cares to ask, either with respect 
to the charts or generally. 

Mrs. Sr. Grorce. Well, in looking toward this future planning and 
this blueprint, what division of the FOA Controller’s Office has been 
assigned this responsibility 4 

Is that entirely in your department—because it seems to cover a 
very great deal of ground. 

Mr. Murrny. Actually, Madam Chairman, the procedures to effect 
the blueprint will be the product of a task force, on which are 
members of the various organiz itional units of FOA: the manage- 
ment area, the technical services area, and the operations area under 
the Deputy for Foreign Operations. 

We have a number of task forces established, each of which has 
representation from these various areas, and they are taking this 
broad policy paper the bluepprint, and developing the detailed pro 
cedure necessary to implement the various aspects of it. 

Mrs. Sr. Grorce. Well, now, what division is specifically responsible 
for that end use? 

Mr. Mvurrtry. The Division of Audits, Madam Chairman. Basi- 
cally, of course, I am responsible. The Controller is responsible for 
end-use control. 

Now, I discharge that responsibility through the Andit Division, 
which is under the direction of Mr. Preu here. And while he uses 
his entire resources to effectuate the plan, his basic channel to the 
field is through the comprehensive audit staff, which is responsib le 
for following up and receiving and analyzing the reports and seeing 
that corrective action is taken and guidance given as necessary. 

Mrs. Sr. Grorce. The Audit Division ? 

Mr. Mcurpny. This isthe Audit Division that is basically responsible 
for implementation of these end-use controls. 

Mrs. St. Greorce. Mr. Williams? 

Mr. Witiiams. Madam Chairlady, I gather than effective control 
requires cooperation to a great extent by the particip: iting country. 

Mr. Murrny. That is correct, Mr. Williams. And we believe that 
we are getting the cooperation. If you will recall, earlier in the pres- 
entation I mentioned a resolution adopted by the Organization for 
Kuropean Economic Cooperation, leading toward this very coopera- 
tion of which you speak. And I have it here; and I think you might 
be interested in hearing some of the pertinent provisions of the 
resolution that was adopted by the 17 countries. It was passed on 
June 27, 1949, in Paris. 

To insure the efficient use both of external aid and of indigenous resources 
the members shall 

(a) furnish to the mission full information in regard to the methods of control 
of imports and their distribution and use, and the control of exports; 

(b) afford to the mission facilities for observation, review, and testing of the 
effectiveness of such controls; 

(c) furnish to the mission at regular intervals full reports covering all ECA- 
financed commodities (whether procured on a loan or grant basis) which would 
identify the commodities by procurement authorization number and establish 
the fact of their arrival within the country. Where practicable the reports 
should identify the first consignee and afford some indication of the time of 
shipment and reasonable information as to the dates of arrival and the first 
movement from port of the commodities ; 

(d) furnish * * * special reports of the distribution annd use of particular 


ECA financed commodities or items, to the point of their receipt by the final 
consignee ; 
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(e) * * * facilitate access by the mission to document * * * which would 


confirm the facts of arrival and movement * * * 

(f) afford * * * the privilege of personal inspection by representatives of the 
mission to investigate port controls, witness the arrival and discharge of cargoes, 
follow the movement of commodities, interview appropriate persons, and take 


photographs in relation to ECA aid * * * these privileges may include the use 
of professional assistance employed by the ECA mission. 

(g) in the case of alleged improper use of ECA aid, afford special assistance 
to the mission in making investigations and in securing authoritative documents 
or reports to develop the truth or falsity of the allegation. 

It seems to me, Mr. Congressman, that they have adopted a resolu- 
tion which is a pretty far-flung resolution in its scope, and indicates 

higher desire to cooperate with the mission in this matter of in- 
vestigation. 

Mrs. Sr. Grorce. Will you yield a moment, Mr. Williams? 

Mr. WiiuiaMs. Surely. 

Mrs. Sv. Georce. Mr. Murphy, aren’t they given that power already 
by the bilateral agreements / 

Mr. Murrny. Article II of the bilateral agreements, Madam Chair- 
man, did in every instance provide certain assurances along those lines 
by the participating countries. 

Article If (a) of the bilateral agreement, for example, requires 
the country to adopt or maintain the measures nec essary to insure 
efficient and practical use of all resources available to it. 

Article II (1) (a) requires the country to adopt such measures as 
may be necessary to assure the commodities and services are used for 
the purposes consistent with the agreement. 

And another article provides for the observation and review of the 
use of such resources through an effective followup system provided 
by OEEC. 

So the two are very definitely interrelated, and I would say they 
complement each other. I would not say that they duplicated each 
other. 

Mrs. St. Geocre. In other words, you feel that they are both 
necessary { 

Mr. Murrny. They both make a contribution. 

Mr. Witur1aMs. But you have mentioned that there were 17 countries 
that were in on the resolution that you went into. We have 55 
missions. 

Mr. Murrny. Well, I am talking now about the European scene, 
and I would like to emphasize this control area program we are 
talking about this morning is almost limited to Europe. Now, i 
has been to a certain extent applied in the Far East; but not on such 

. scale as in Europe. And it is a program developed under ECA- 
MSA: and has never been applied in the areas of programs con- 
ducted by the former TCA in Latin American countries or the Near 
Fast. 

But it is our primary purpose, as one organization, to apply these 
basic principles to whi atever fields it can extend globally. 

Mr. Wuams. But the bilateral agreement that you read applies 
to all the countries? 

Mr. Murpenuy. Well, the particular articles that I was reading, Mr. 
Congressman, are European. But as a standard practice, I can as- 
sure you that their use is included in these bilateral agreements in 
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all the countries, regardless of which agency was conducting the dif- 
ferent programs. 

Mr. Kennetiy. You don’t mean that MSA and ECA had no con- 
trol at all? 

Mr. Murrny. Quite the contrary. I tried to emphasize that this 
control area program basically evolved in the KCA—MSA organiza- 
tion. If you recall, I discussed the calendar years 1948—52—the evolu- 
tion from the transaction check to the control area program as they 
increased their experience. 

Now, I would say this: that FOA has vigorously pushed this thing. 
There are still improvements and refinements to be introduced; and 
we propose to continue those refinements and improvements in the 
future. 

Mrs. Sr. Grorce. Well, Mr. Murphy, does the responsibility for 
investigating the end use of FOA-financed commodities rest with the 
controllers in the mission countries / 

Mr. Mureuy. Yes, Madam Chairman. I would add, too, that the 
controllers are directed to obtain whatever technical assistance and 
advice they can from other members of the mission in carrying out 
their responsibilities. 

Mrs. Sr. Grorcr. Now, I wonder if you would explain to us in de- 
tail how it is decided which commodities will be investigated as to their 
end use in the field. 

Mr. Murreny. Well, that is a situation, Madam Chairman, that will 
vary, of course, from country to country and from commodity to com- 
modity. But, generally speaking, I would say that the criteria used 
to select commodities for end-use check are the following: First of all, 
a controller would probably attempt to get sector coverage. In 
other words, he would attempt to select his commodities. If you re- 
vall, on the chart he had coverage in the field of food, feed, fertilizer, 
p. o. l., machinery—and that he is required to do. 

He must be sure that he gets coverage across the commodity sectors. 

Secondly, since the controllers are required to report on the amount 
of their investigations, in terms of a percentage of the value of trans- 
actions paid for under the program, the controller will naturally try 
to select items where a lot of money is involved. 

Third, I would say that another of the criteria of which a control- 
ler would apply would be to emphasize checks in areas where his in- 
vestigations have developed indications of weaknesses. 

In other words, if after viewing the controls system of a country, 
say the importation and distribution of p. o. 1., he feels that it is some- 
what inadequate, I would expect he would emphasize his transaction 
checks in that particular area in order to verify or disprove his own 
expectations. 

Fourth, I believe that controllers would concentrate to a certain 
degree on sensitive items such as ball bearings and scarce metals 
which have a strategic implication. 

Mrs. Sr. Groroe. I think at this point it might be well to read into 
the record a paragraph from the manual, which is paragraph C, part 
V, of the Manual of Operations. And I quote therefrom: 

At a minimum, test checks should be made semiannually of each major type 
of commodity import financed by MSA. In cooperation with industrial, agri- 
cultural, and other mission officers, decisions should be reached as to the types 
of end-use investigation required to give the greatest possible assurance that 
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MSA-financed material and services are used promptly and properly by partici- 


pating governments Phe program for end-use investigations should provide an 
effective appraisal of compliance ith participating country export-import con- 
trols: evidence of actual use of commodities; disclosure of delayed use; and 


evidence of adherence to or violation of East-West trade restrictions, 

And I take it that is your criteria ? 

Mr. Murpny. That is correct. I think that paragraph sets out, 
Madam Chairman, the fact that we emphasize to the field controllers 
that you cannot go in and test check an area in January and find it 
satisfactory. and forget about it for a long time: that just because 
things are ‘good in January does not mean they will be eood in July; 
and it 1s emphasized we want them to keep rong back and it Says as a 
minimum semiannually. 

Mr. Wituiams. Of course, the countries will have certain require- 
ments, will be required to report all of the goods and the services; is 
that right? 

Mr. Murrny. That is correct. The Controller, as | explained ear- 
lier, Mr. Congressman, gets these paid shipment reports from Wash- 
neton, and the countries are required to make their arrival reports 
available, and the Controller makes sure that the arrival reports he 
vets from the country do tie in with what Washington told him they 
were paying for for that country. So if we said we paid for a ship- 
ment of wheat, and he does not get an arrival rt port on the shipment 
ot wheat, he 2oeS looking to see what happened to the wheat. 

And, of course, again I can say he does not just satisfy himself 
with arrival reports. He frequently will verify the actual physical 
arrival of the woods. There is another test check in the area. 

Mr. Wituiams. And what is the next step after the arrival / 

Mr. Murreuy. Well, after the arrival report, the items usually go 
into customs and he will see to it that the customs systems are good 
systems, and that they are being followed: and that aid-financed 
goods don’t get locked in customs for extended periods of time. 

And, depending on what the item is and what plans are made for 
its use, he will frequently either follow the item directly to the con- 
signee, who perhaps is the end user; or to a warehouse—either a bonded 
warehouse or regular warehouse—and then would require the country 
to submit reports on aid goods in bonded warehouses. 

If an item Stays over YO days In some country, they report on it. 

Mr. Witurams. Do they report when that comes out of the ware- 
house for use ¢ 

Mr. Murpeny. Well, it is a negative type of thing, Mr. Congressman. 
When it does not move out of a warehouse, by a specified date—he is 
required to check that. If they are not reported, it is assumed that it 
is moved, and that is subject to periodic checks. 

Mr. Witu1ams. On our part? The burden would be on us to go out 
and find out? 

Mr. Murpny. Yes, sir; that is right. That is an interesting point, 
sir. This idea has been somewhat contagious; and I think it is worth 
mentioning that in Germany, for example, they were so impressed with 
the values that might be obtained from a decent control system of 
the type we are trying to implement, that they actually hired 50 Ger- 
mans and put them on this job of doing this type of work, which there- 
fore made it possible for us to merely inspect the results of the in- 
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digenous personnel who were working in the same area and doing the 
same things apparently. 

In the Netherlands, they put out a very large staff of people to 
extract for themselves whatever they could from that investment. 

Mrs. S7T. (TEORGE. Th: il has hi ip pe ned only inh those two countries ¢ 

Mr. Murrny. The only other specific thing that I can state is the 
United Kingdom. I know United Kingdom did e mploy some people. 

Mrs. Sr. Grorce. And that is definitely a very progressive way of 
getting this work done, isn’t it / 

Mr. Mureuy. We think so. and we take the attitude, Madam Chair 
man, that our controllers are more than just a bunch of cloak-and 
dagger people. They are not out there just to track down trouble. 
Phey are out there to teach. In Latin America we emphasized that 
when we put business managers in these various servicios, the job of 
the local business manager was to train locals to do the job properly, 
so he could be moved to another servicio and teach some more locals. 

Mr. Witutams. Well, you are in the technical assistance field now ¢ 

Mr. Mureny. That is right. But the business manager, of course, 
is in the technical assistance program, and is doing controller type of 
work, and I said it as an example because we are trying to get the 
other countries to adopt and apply our standards, 

i agree with you, Mr. Congressman, that it is a lower level type 
of control, but I think it is very important nevertheless. 

Mrs. Sv. Georce. That only exists in South America ? 

Mr. Mureny. That isright. Servicio isa Spanish word that means 
a cooper: ative service in the host government, It is the entity that is 
join tly { financed through this joint program, 

Mrs. Sr. Grorcr. Now, has this manner of selection of end-use 
represent: ition resulte d in re presenti itive checks across the board 
covering every major commodity in every participating country as 
set forth in the provisions of this paragre aph that L just read of the 
end-use control section of your Manual of Operations; because I think 
some of us were under the lMpression that it did not go into every 
commodity by any means; and that it simply represented major cat 
gories in all countries. with the exception of some Scandinavian 
countries / 

Mr. Mureny. That again is an answer that would vary from country 
to country. ‘The overall report, which I happen to have in front of 
me at this time indicates that each of these commodity sectors have 
been checked, and they have been checked in various percentages, to 
really answer your question, we would almost have to go into each item 
country by country. 

Now, I h: appen to have a report here which does this. I opened 
up at random, and I happened to land at France. But I would be glad 
to go to any country and tell you what the report shows as of 
given time. 

There are places where some commodities have not been touched. 
There are other places where emphasis has been given to particular 
commodities; and that varies from country to country. So machinery 
in Italy could be 60 percent checked ; and machinery in Denmark might 
only be 5 percent checked. 

Or it is conceiv: ab le in Denmark they have not been particular in 
checking. Maybe the value of the machinery imported was not i 
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stantial enough, or maybe they were satisfied that the control system 
of the country was so good that maiadae transaction checks were 
not necessary, 

Mrs. Sr. Grorer. You say there is a principal type of end-use in- 
vestigation that was a sort of over: all picture—that there were certain 


} 


things that were invariably checked up or not? 

They fall in commodity categories; but I wonder if there was an 
( verall pattern. 

Mr. Murruy. I would have difficulty answering that. I might ask 
Mr. Preu. 

Is there any particular area in which we have uniformly had diffi- 

ulty in all areas on either area or commodity sector! Are you able 
to answer that question ? 

Mr, Prev. No, I don’t think there is a uniform difficulty anywhere. 
We have tried in each country to vo after the sensitive items, and 
largely it is machinery and tools, as opposed to food. In other words, 
we concentrate more heavily on machin Ty and tools than we do on 
food. 

Mrs. Sr. Grorce. But you would say that each one was a little bit 
different, and you couldn’t say it is done as an overall picture. 

Mr. Murpny. I think that is right, Madam Chairman. We would 
like to believe that the control system is custom-made to the conditions 
that apply in a particular country; and that, of course, may not be 
true; and we can’t prove it is true. But we would hope that our 
controllers are emphasizing areas of weakness, and certainly that is 
why they are out there; to bring about corrective action where it 
is needed; and if they are not doing that, they would be failing in 
their jobs. 

Mrs. Sr. Groree. Well, isn’t it true that they do fall into certain 
general categories, such as shortage in quantity and quality, and non- 
utilization ¢ 

Mr. Murrny. Yes, Madam Chairman, we have; of course 

Mrs. Sr. Grorcr. And there are about eight different things, such 
as East-West trade violations, which, I am sure, must occur con- 
stantly. 

Mr. Murrny. We have had occasions to demand refunds of the 
countries for violations in various areas. Price adjustment is one: 

shortages of either quality or quantity; payment of foreign agents’ 
commissions in dollars; duplicate payments sometimes; nonutilization, 
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which you mentioned, or unauthorized reexporting of the articles; and 
so forth. 

You mentioned several categories. 

Mrs. Sr. Grorcre. Well, noncompliance with the procurement au- 
thorities; luxury and other ineligible items. 

Mr. Murpny. That is right. 

Mrs. Sr. GEORGE. And you stated unauthorized export 3. Noncom 
pliance with the terms of the service contracts. 

Mr. Mureuy. There are a total of twelve « lassifications, yes, Madam 
Chairman. 

Mrs. Str. Greorce. And what is meant by the term “unsatisfactory 
investigation” ? 

Mr. Mureuy. Well, when an investigation is labeled unsatisfactory, 
it means that the person performing the check, whether it be a trans- 
action on a particular commodity, or a check of the control system 
itself, has found conditions which he believes require rectification— 
in other words, an unsatisfactory condition prevails, and so the 
checks are called unsatisfactory. 

Mrs. Str. Grorce. And that would usually mean in the country, 
wouldn’t it—the country itself, and its own government; something 
over which we don’t have very much control, but that we can state was 
unsatisfactory ¢ 

Mr. Murreuy. And which we wanted corrected; yes, Madam Chair- 
man. 

Mrs. Sr. Grorce. Yes. Mr. Williams? 

Mr. WixuiAMms. Is this exhibit available—the end-use investigation 
summary of June 1, 1953—is that a part of the record ? 

Mr. KENNELLY. It will be as soon as the chairman has asked that 
it be identified. 

Mrs. Sr. GEORGE. Well, if an investigation discloses violation in 
each of these categories, it is referred to as an unsatisfactory in 
vestigation. 

Now, as to this end-use investigations summary to June 30, 1953. 
Was this summary prepared by the controller’s office for the use of 
the subcommittee ? 

Mr. Murpuy. Yes, Mrs. Chairman. 

Mrs. St. George. Thank you. Then that is what you asked for? 

Mr. WitutAms. Yes. 


Mrs. Sr. GrorGe. It will be placed in the record at this point. 
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(The end-use investigations summary appears as exhibit 13 below :) 


EXHIBIT 13 
sXHI ris 
Kind-use nrvestic tions summary to June 80, 1953 
I 
ry 
i 
i Nu el 
¢ 24.4 74 
» s ; 49 
I 
st 4 
( 422 ¢ 
2 g g »9 
t 
( ) 6.4 8] 4 4 
( 4 
1 4.8 + 
) 242 
x 16.6 44 
I 
10.0 30. 
) 42 
& 2 13 
} 4 41.0 $84 
&. 8 2 
{ 8 ) 19 
2 ) 49 
s 
mH, 2 02 
VT 
Vi 
] 
El i 
4 
( t 14 5. 2 02 
I { 8.28 
I l t ta I i 21 1 | nd ' 84 percent 
I t insat ctor est 6.2 to 944 bil lollar percent 


Mrs. Sr. Grorcre. Now, this one covers commodities and services 
financed by FOA: and it shows the total commodity sectors in the 
erant total $11,411.300,000; is that correct ? 

Mr. Murpny. Yes, Madam Chairman. 

Mrs. Str. Grorce. And it shows that this $11,411.300,000—the inves- 
tigations made on commodities represent ing $944.200,000 : is that figure 
correct / 

Mr. Murpny. Yes, Madam Chairman. 

Mrs. Sv. Grorer. Then, end-use investigations through June 30, 
1953, have covered 8.28 percent of the total commodities financed: is 
that correct ? 
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Mr. Murpeny. Yes, Madam Chairman. 

Mrs. Str. Grorce. Then, 91.72 percent of the $11,411,300,000 total 
financing has not yet been investigated ; is that correct ¢ 

Mr. Murpnuy. Ina sense, Madam Chairman, it is correct, it has not 
been investigated insofar as transaction checks are concerned. How- 
ever, we don’t regard the situation in that light; and perhaps I can 
explain briefly why. 

You will recall our control checks take two different forms—the 
actual transaction check and the area. If we in a particular area, 
say cotton importation in a particular country, examine the control 
system of the country, and feel that it is airtight, that it needs no 
improvement, and then proceed to check some transactions under that 
particular control system, and find again, after auditing, say, 12 spe- 
cific transactions which would have been included in the report lke 
this, no instances of any deviations or any improper use, and so forth, 
we would say that even though the individual transactions may have 
only amounted to 12 percent of the imports in the particular com- 
modity, that the remaining 88 percent has not gone unaudited or 
unchecked. 

Now, in one sense, it is, because we have not followed all the par- 
ticular transaction. But having satisfied ourselves, and presuming 
that we will continue to be satisfied with that control system through 
these minimal semiannual cheeks, that the control system is a good 
one, and is being implemented, and then the checks supporting that 
fact—we don’t like to say 91.2 percent of whatever the figure was you 
established is unchecked. 

Mrs. Sr. Grorce. In other words, you feel that you covered that with 
a spot check. That’s really what you are doing. 

Mr. Mcrpny. That is by checking the controls, and then checking 
a reasonable number of transactions carried out under the controls, 
provided we find everything in order. Then we feel we have done 
something more than represented by the value of the particular trans- 
actions tested, 

Mr. Wititams. You feel that it is probable, having seen that the 
end-use program has been proper in the past, it will be so in the future ? 

Mr. Murrny. That’s right. That is more or less normal auditing 
technique. You take an auditor going into a corporation and check- 
ing the accounts receivable ledger. He will take and select a certain 
amount of transactions for checking. He checks the system for ac- 
counts receivable, and then he will examine a certain number of the 
transactions on a spot-check basis, selected by some means that seem 
reasonable to him: and if he finds things in order he will sien off on 
that. He will be reasonably sure that the system is good, and that it 
is working. 

Now, he might have missed a particularly bad case: but he wouldn't 
know that until the next time until he hits on that particular check. 

Mrs. Sr. Grorcr. Well, there is a pretty large percentage that you 
have to take on trust; isn’t there / 

Mr. Mureny. Yes, Madam Chairman; but I am sure— 

Mrs. Sr. Grorce. You really have no means of knowing on those 
items ¢ 

Mr. Murpenuy. That is right. All we have is indications as I say. 
Now, the opposite is true. If we find a control system is weak, and 
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we examined a dozen transactions. and all commodities corroborate 

the weakness of the co1 trols, the vucditor WW 1] report al unsatisfactory 

check of so many million dollars, representing the particular trans- 

vctions. Ile will also report unsatisfactory control system. And I 
’ vk ; 


; : : ; . 
unk you might jump to the conclusion that all of the transactions 


1 that area were bad, too. 

irs. Sr. Grorce. It would be exaggerated, probably. 

Mr. Murrny. It could be; that’s right. But it works both ways. 
Mrs. Sr. Grorce. Now, Mr. Murphy, of these $944,200,000 covered 
nd-use investigations, how much in terms of dollars was found to 
be unsatisfactory ¢ 
Mr. Murruy. The figure, I am sure, is right. $96,200,000; or 10.2 
reent. 
Mrs. St. Gorge. 10.2 percent / 
Mr. Murrny. On the investigated transactions that were reported 
insatisfactory. 

Mrs. Sr. Grorcr. Now, is this 10.2 percent a representative figure; 


( 


that is, would it be a fair statement to Say that the } rojection of this 
10.2 percent t the total of 811.411.300.000 would indicate that $1.163.,- 
2.600 could be « ied as potentially unsatisfactory 


de l ids 
Mr. Murruy. Well, I certainly don’t think so. Madam Chairman, 
for the reasons I gave before. I compare an auditor to a prospector 


/ 


going out to dig for ore. He is going to dig in the place where he 


great yield, and if he stumbles on that 
rich yield, then he is going to follow that to get all he can out of it. 


Phat is basically what an auditor does. He is looking for a yield, 
to make the most of his yield. 
Now, if vou will reeall. a little while ago. in mentioning the criterion 


| } 


used 1n selecting the commodities to che k. I mentioned that he is 


nks he is voing to find 


and he is going totry 


voing to pick the areas where he believes the failure will exist in the 
control system. He is going to pick the commodities where he has 


had trouble before. In other words, he is going to build on his 


experience ; and it would seem to me, under the circumstances, that 
that almost forecloses any conclusion or any logical progression to 
the point where you can say that the percent of his yield could be 
applied to the total number of commodities. 

Mrs. Sr. Grorce. Well, would you have any percentage that you 
would be willing to say was a fair percentage of the amount? Be- 


cause, of course, you hgure, there, your 10 percent on that smaller 


“nmount, as just a sampling, we will say. But what could you say of 
the larger amount, then, on the $11.4 billion? Would you be willing 
Lo hazard a guess as to what that peree hntace that 6 the fair per- 


centage—would be? 
Mr. Murpny. All it would be, Madam Chairman. is a guess. The 
way really by which you should arrive at an answer like this, I think, 
s an expensive way. In other words, you would stall the control 
system, and you would check it to the point ot diminishing returns. 
In other words, you keep applying resources until vou find out that 
id 


your vlela 


‘ does not justify tne application of the resources involved. 

I think I would be less than candid, did I not state immediately that 
I do not think that, at any point in this program, there have been 
enough resources to apply, so that we actually got to that point of 
diminishing returns. 
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Mrs. St. George. I certainly agree with you, there. 

Mr. Murpny. Had we been able to do that, or had it been desirable 
to do that—and it would have been very costly—we could have come 
up with a fairly precise answer to the question. The way we have 
got to do it is to check 8 percent or 12 percent, and use our judgment 
in making the estimate. But we have never been in that fortunate 
position of being able to expand like that, and then actually to contract 
it to the point w here the yield justifies the investment. 

Mr. Wiutuiams. Have you been personally satisfied with the extent 
of the investigation ¢ 

Mr. Murruy. Well, I am in a very difficult position, Mr. Congress 
man. Being the Controller, I frequently meet myself coming back. 
On the one hand, I am holding my hand up and saying to Governor 
Stassen and General Riley, “Now, look! You are going to go bank- 
rupt, if you don’t stop at some point.” And, on the other hand, I have 
my own offices toman, which takes money, and I have to try to arrive at 

i balance between these two very conflicting basic objectives, one, to 
et within the overall budget, and the other, to keep my own staff 
doing as adequate a job as can be done. 

And I think we have achieved a certain balance, though I would not 
for a minute say that I would not like to add more checks—I would. 
On the other hand, it becomes a question of priority: which comes 
first, and what do you cutout? And I can’t say I am satisfied, for the 
reasons I have shown; but lam not completely unhappy about it. In 
other words, I want to do more in other areas of the world. I want, 
very definitely, to move with vigor in fiscal year 1955 in the installation 
of a system b: ised on these principles, elsewhere ; which I think we need, 
and which we can afford, and which we fully intend to do just as fast 
as we can get the system organized and the personnel into operation. 

Mr. Witutams. As I recall, your department has been contracted in 
the matter of personnel. 

Mr. Murruy. That is correct. 

Mr. Wituiams. The figures show that you have fewer employees this 
year than last; and you anticipate, next year, even fe wer. 

Mr. Murrny. That is correct. That is the Washington office, of 
course, Mr. Williams, and it does not bear the brunt of this investi 
gative effort, which, of course, falls upon the field personnel. But, on 
the other hand, there have been some expansions, also, and we are 
gradually building up some field staffs, now; so the fact really is oe 
field employees are increasing from an over: all st: andpoint rather than 
decreasing. 

Mr. Witurams. I notice in the exhibit here, under point 6, there 
seem to be no figures on end-use investigations, on several parts of the 
program—technical service, technical assistance. Is there no end-use 
investigation in that field, at all? 

Mr. Murpny. That is a question I cannot answer. I would like, 
though, before asking Mr. Preu to answer that, Mr. Williams, to point 
out that it is rightfully a noncommodity sector, and it is not suscep- 
tible to the drastic check that the other five categories are, which take 
the form of goods being physically unloaded off vessels. 

Mr. Wittiams. It is subject to a check, to see if the service is ren- 
dered in the way intended ? 

Mr. Murpnuy. That is correct. 
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Could you, Mr. Preu, give me some help on that / 

Mr. Prev. The controllers play a part, but not an active end-use 
part. For example, if the cargo arrives in the port and there is 
damage, their job is to see that the participating country, or the con- 
signee, makes a proper claim: and especially, as far as the « ontroller is 
coneerned,. if the insurance has been financed in dollars, so that a 
return can be obtained by FOA with the dollars which the insurance 
company might pay on the ocean freight. 

The second matter, the se ond function we carry out on ocean freight 
IS 1n Washington, where the actual payment vouchers are examined 
by the voucher-examination branch, and, in some cases, the price 
branch. The second time, EPU, is the structure to which ECA and 
MSA contribute, which involves 17 European countries, the European 
Payn ents Union. It is a clearinghouse arrangement, so that the 
debits and credits in their trade are financed through settling the 
balances. “ 

The important thing here is that the payment of balances is a pay- 
ment of a deficit between the gross exports and the GTOSS imports. 
Phe payment is never—and cannot be—indentified with a transaction, 
and the EPU transactions are not subject to an end-use check. On 
technical services, I believe—technical services and technical assist- 
ance—are checked. They were not, at the time this table was pre- 
pared, analyzed. But, for example, if we financed a large contract 
of engineering services—and we have financed that type—that is a 
requirement that after we ne vot iate the best contract possible in Wash- 
ington, we want assurance that the performance under that contract in 


the field is proper, It is the function of the controller—which has 
been carried out—to check on the performance of the contractor. 


The first requirement, however, is that the pure haser in the recipient 
country, whether it is a government or a ministry or a college or a 
corporation, is required formally to submit a certificate of perform 
ance, Which goes with the document; and, before we make payment, 
we require that there be a certificate of adequate pel formance under 
he contract. The controllers in the field, when they receive notices 
of certificate of pel formance, also check to see that the certificate is 
drown properly. 

Now, one illustration . when certificates of performance were re- 
ceived, sometimes the information supplied was supplied by the Em- 
bassit n Washington. We demand that the certificate be obtained. 
with some evidence that it is obtained by the people on the eround, sO 
that we can be assured when we make payment that it is proper. 

Now, I am sorry that the work that the controllers have done on 
checking the contract performance is not reflected in these fivures. 

Mir. Winitams. I do notice, however, now that the total value of 
these services, unde point 6, were not included in the $11 billion 
rure, 

Mr. Murrny. That is correct. In other words, as Mr. Preu said, 
there are a cor ple of items in here where the audit effort of the agency 
is devoted, through its Washington office, in our immediate office: and 
one of the areas of form No. (or letter ) B, technical assistance, is an 
area which will be affected by this operation blueprint; because this 
is the type of thing which will in the future be allotted at the mission 


level, and will be susceptible there of an audit by the mission con- 


trollers, and more susceptible than it now is. 





FOREIGN OPERATIONS ADMINISTRATION END-USE CONTROL 5l 


Mr. Wituiams. There have been situations, have there not, when we 
have sent peop sle over to doa job, for example, organizing an assembly 
line; and the contract was with a private company, and the manage 
ment of the company diverted the activity of the individual sent over 
to other projects, to some other job‘ There is experience, here, that 
the end use is not satisfac tory, in other words ? 

Mr. Mureny. There may very well be. I personally do not know 
of any, Mr. Williams; but [ can readily conceive how a thing like that 
could happen, very easily. 

Mr. Winiiams. How about that, Mr. Preu? Have you had any ex 
perience or any knowledge of unsatisfactory end use in technical 
assistance / 

Mr. Prev. We certainly have instances where we think they at 
tempted to overcharge, and we have instances where we do not believe 
the performance was up to standards; but I don’t know of any par 
ticular instance where the actual effort of the firm involved was to 
divert it. 

Mr. Mureny. It is conceivable that that could happen, Mr. Wil 
liams, but none of it has ever come to my attention. 

Mrs. St. Grorce. Mr. Murphy, do you believe, if a little more money 
were spent on administration, that you might get a better overall re- 
sult in this program, and that you could make useful and impressive 
investigations that would re: ally bring out something? Or do you feel 
that that is not necessary ? 

Mr. Murpny. Well, I would answer that, Madam Chairman, in 
this way. Last year, the Bureau of the Budget approved an adminis 
trative expense estimate for the program of S68 million, and when 
we came off the Hill with our appropriation, we had $57.5 million, 
which was, of course, about $1014 million cut from the $68 million 
item, and therefore very substantial. In large part, it accounts for 
some of the very substantial reductions in force. Now, had that not 
happened, I think I am safe in saying I would have had more control 
ler personnel, probably, both in Washington and overseas; and, to the 
extent that I had had more, I can assure you the results would have 
heen better. I mean, 1 would expect to have more information and 
would perhaps be in a better position to analyze the results of those 
efforts. 

Mrs. Sr. Grorcre. Well, how many do you think you would need, 
now’ I see you are rather in the position of a married woman: you 
are asking for money, and you are studying how to economize, at the 
same time. | Laughter. | 

Mr. Murreuy. That is a very good analogy, Madam Chairman. It 
had not occurred to me. I will remember it. I think there is someone 
else here who will remember it, too. 

Mrs. Sr. GeorGe. I am sure of that. 

Mr. Murreny. I will probably never live that down. 

Well, I believe that economies are certainly in order, to give the 
overall position of the United States budget, and the fact that we are 
facing deficits. I think we have to economize wherever possible. 1] 
think the request for 255 personnel in the Washington office next year 
will provide me with adequate resources with which to do the job 
adequately if I get them; and I arrive at that conclusion basically 
because I am confident that we are building a very closely knit and 
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efficient organization at this point; we are streamlining our procedures 
wherever possible; we are leaving no stone unturned in the attempt to 
find improvements and cheaper ways of doing things without sacri- 
fien pL results. And if J vel by with Loo people in nay office in Wash- 
Ington, next year I shall not be complaining. 

Now, as far as the field resources are concerned, I do not have sim- 
ar statistics which I can present that readily. 

\ St. GeorGe. Thank you. Now, the chairman will resume the 
Chair. 

Mr. Brownson. Does the FOA consider its investigative activity in 
the end-use field an adequate measure to promote a utilization of the 
materiais sent to foreign countries 7 

Mr. Murrny. I hate to appear to be evading your question, Mr. 
Chairman, but I think again that is a situation that will vary from 
area to area. Certainly we believe we have a big job to do in the 
Near East, in south Asia, in Latin America, and in the Far Kast. I 
think, with respect to Kurope which is what we have devoted most 
of our time to here today—TI would say that the system is adequate 
in the sense that it is designed to develop unsatisfactory conditions, 
both with respect to control areas and commodity sectors; and it cer- 
tainly is doing that, and it is highlighting the areas where corrective 
action Is needed. 

I would not want to imply, however, that there are no areas where 
corrective action may be needed that we have not yet discovered. I 
think we will continue to discover them. I think it is the very nature 
of the business, and we shall continue to try to turn them up and im- 
prove them wherever we turn them up. 

Mr. bRow NSON. Mrs. St. George, a little while ago, I think, read 
one paragraph out of your Manual of Operations. I should like to 
read another paragraph and ask you for your comment in the context 


of this particular question. This paragraph reads: 


aT 


1 
il 


When the responsibilities of the Controller are carried out as defined in this 
MOP, two general conditions result: the first is that the Controller can testify 


to the fact that satisfactory operations are being carried out; and the second 
is that facts are obtained revealing conditions requiring corrective action. 


Now, can you testify as to satisfactory operation s being carried out ? 
Mr. Murrny. In some instances, yes, Mr. Chairman; in some, no. 


In other words, I read that paragraph, and as you may guess, I have 


seen it many times. I read that in this sense, that I think it implicit 
in the first condition that satisfactory operat ons are—I read either 
implicitly are or are not being carried out. In other words, I think 
the purpose of the System 1s to determine whether everything is the 
way we want it: and certainly that is not the case. 

So that. if the test of the system is to be that the controller in the 
particular country comes in and says, “Everything in this country is 
going just the way we think it should go in order to get the maximum 


use of United States aid,” ld » not think that it will ever come. 

Mr. Brownson. Of course, this does not imply that: your manual 
only says “that satisfactory operations are being ‘arried out.” 

Mr. Murrpuy. Mr. Chairman, the second condition is, “that facts 
are obtained revealing conditions requiring corrective action.” In 
other words, that there must be something unsatisfactory about them. 
So that the answer is, and to me the test is, does the system yield in- 
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formation as to areas in which unsatisfactory conditions exist and 
I think the answer to that is “Yes.” I do not think it yields all the 
answers, and I think there are some instances—many instances— 
where it yields the answer, and the answer is that the situation is sat 
isfactory. 

Mr. Brownson. You testified, I believe, that vou have checked about 
7 percent of the expenditures in Europe. Is that right? 

Mr. Mourpnuy. About 7 percent; yes, sir. 

Mr. Brownson. About 7 percent ? 

Mr. Murrny. Yes, sir. 

Mr. Brownson. In other words, the validity of this end-use check 
and the information that the controller in the country has, and that 
you, as the General Controller, has depends upon how skillfully you 
choose the sample that you are taking; isn’t that rig! 

Mr. Murpny. Toa oreatl degree: yes, sir. 

Mr. Brownson. Now, I have a question to ask you about end-use 
investigations through June 30, 1953. I think it is very interesting 
to note—the figures I am quoting are figures that were compiled by 
our staff, which I would hke you to verify as to their general cor 
rectness—it is noted that the gross. expenditures during this period 
were $3.959.800,000 for raw materials: $3.428.300.000 for food, feed 
and fertilizer; $1,797 million for fuel: and $1,730,600,000 for ma- 
chinery and vehicles. 

In the raw materials and semifinished products sector we find 7 
percent of the total dollar expenditure was investigated and 6 percent 
found unsatisfactory. In the feed and food program of the total 
dollar expenditure, we find that 5 percent was investigated and 9 per 
cent found to be unsatisfactory. 

In the fuel sector, 4 percent of the total dollar expenditure was in- 
vestigated and about 6.6 percent found to be unsatisfactory: in the 
machinery and vehicle sector, 22 percent of the total dollar expendi 
ture was investigated, and 10 percent was found to be unsatisfactory. 

Does that appear to you to bea representative check ¢ 

Mr. Murpeny. It is apparent, Mr. Chairman, that there is more, far 
more, in some areas, than in others: but I would say that, to the extent 
that all areas have approached 5 percent it is somewhat representative. 
It is not as representative, probably, as we would like to make it. In 
other words, perhaps it should have been 10 percent as a minimum in 
all areas. But you understand, I am sure, sir, that underneath this 
table are the country tables. This is a recapitulation of the areas as a 
whole; and, in some countries, the percentages of these various cate 
gories will run considerably higher than in others; and this is the aver- 
age for the areas asa whole. 

Mr. Brownson. Then the point lam vetting at is what sienificance 
FOA places on the statistics and what help they will be in FOA 
overall planning for the future to insure that this foreign aid is 
properly utilized ? 

Mr. Murpeny. Well, the significance that I place on them, sir, is 
the fact that there are obvious conditions—unsatisfactory condi 
tions—prevailing. I think that is true with respeet to all coun 
tries—conditions which we should continue to try to remedy. 
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Mr. Brownson. In your letter to Mr. Mountain, our staff director, 
under date of June 7, 1954, you made the statement : 

We think the figures as reported on the attached statement may be indicative 
rather than representative. We commenced in July 1952 to develop a system 
of reporting requiring considerable research with the accompanying man-hours 
necessary to express the findings in these terms. We have been unable to 
devote sufficient manpower to the task because of personnel limitations, to refine 
the figures or the method of reporting up to the present time. 

Do you actually think these figures are indicative rather than 
representative ¢ 

Mr. Murreuy. Yes, sir, Mr. Chairman. I think they do indicate 
areas where corrective actions are needed. 

Again I must qualify that by adding: By no means do I think 
they indicate all areas where correction 1s needed ; and the reason 
for that, of course, has been the resources that we could afford to 

pply to the effort. 

Mr. BROWNSON. Leaving that subject for a minute, could you 
describe for the subcommittee the refunding procedure and the policy 
on which it is based 4 

Mr. Mureny. The refund procedure, which has been in use since 
the inception of the Marshall plan, is basically a system that requires 
the participating country which is receiving United States dollar aid 
to make refunds on the dollars involved in certain transactions, if 
for any reason the ECA, MSA, or, at the present time, FOA finds the 
transaction in violation of any of its rules. 

Now, our regulations are very involved, but I can take one example. 
[ think of the type of violation which has frequently occurred, and 
which has brought mg refunds from the participating country. 
Bearing in mind the fact that the Marshall plan was basically a pro- 
eram designed to bring up the economy of Western E urope, and to 
bridge the dollar gap, which was very substantial, and which existed 
at that time, this dollar aid was furnished; and one of the conditions 

that was placed on the aid was that the dollar would only be used 
for items which were absolute ly essential to the ec onomy of the coun- 
try concerned. Among the things that were not considered in that 
‘ategory were the payment of foreign agents’ commissions in dollars, 
We ‘therefore included in the regulation a provision that if the country 
did allow, in connection with a particular transaction, foreign agents 
to obtain their commissions in dollars, we would demand and obtain 
a refund of the United States aid involved. 


Now, we have done that consistently since 1948, and at the pres- 
ent—or in a period beginning July 1, 1953, and ending December 31, 
1953, I think it is significant to note that our refunds because of the 


nelusion of Lec ign agents’ commissions totaled over $1.19 million. 

Vir. Brownson. Was not the corn diversion case in Austria the 
subject of a refund ? 

Mr. Murpny. Yes; it was, Mr. Chairman. 

Mr. Brownson. I understand that the FOA turned over to the sub- 
committee staff a number of other cases indicating unsatisfactory 
programs, from the GSA. I am not going to go into all of those at 
this time, but I should like to talk a little bit about this corn-diversion 
case. You may want to have Mr. McFeaters, or some of the other 
people who are familiar with it, talk with you about it. 
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Mr. Mureny. Mr. Chairman, if it pleases the committee, I would 
request that that discussion of that nas be deferred until you go into 
executive session. The State Department has requested that we not 
discuss that matter in open hearing, if it can be avoided. 

Mr. Brownson. I have heard the State ene argument, 
and I am not, I must say, particularly impressed by their desire to 
classify that particular case, inasmuch as it has already appeared in, 
and been discussed in great detail in the Austrian papers. Further 
classification, to me, is only an attempt to classify this information 
and withhold it from the American t: ixpayer. I shall be glad to hear 
anybody who wants to speak in opposition to that viewpoint, but the 

Chair, in consultation with the staff, has we ighed the matter very 
ania and feels that inasmuch as this material has been published 
in the local papers overseas, the classification can have no effect to 
protect the security of the United States Government. 

Mr. Murrny. I believe, sir, I would like to consult General Riley 
about this, if you will permit a minute. 

Mr. Brownson. Very well. We will be in recess for a couple of 
minutes for this conference. I want to give all due consideration 
to the matter of security. 

Mr. Murruy. I do not think this is a matter of security, in this case. 
I think it is a matter of international relations in the ofling. 

(Whereupon, at 4 p. m., the subcommittee took a short recess, 
namely, until 4:07 p. m. 

Mr. Brownson. The alias will come back, after the brief 
recess, and will come to order 

I have just been informed by our witness that he has contacted the 
people who are classifying this matter, under a secur ity classification, 
and that they are adamant that that security classification shall 
remain. 

This is a matter involving $3.5 million worth of grain and $3.5 mil 
lion worth of the American taxpayers’ money. ‘There are implica 
tions of speculation. There are implications that some of the fore ign 
governments have tried to quiet this matter down, through thei 
various ministries concerned ; and I believe it is a matter which shoul 1 
be brought out, particularly inasmuch as it has been widely published 
on the continent of Europe. I think the American taxpayers have a 
right to know about it, and I think, from looking at it in advance, 
that the action taken reflects very favorably on the FOA in this 
particular case. 

For that reason, I am going to adjourn this hearing and ask that 
this witness make further contact with the sources classifying this 
information, to see if we can open the hearing tomorrow morning by 
bringing this information out to the public. 

This hearing will recess at this time until 10 o’clock in the morning. 

(Whereupon, at 4:08 p. m., the subcommittee was recessed until 
10 a. m. tomorrow, Friday, June 18, 1954.) 











Pitman 





THE FOREIGN OPERATIONS ADMINISTRATION 
END-USE CONTROL PROGRAM 


FRIDAY, JUNE 18, 1954 


House or REPRESENTATIVES, 
INTERNATIONAL OPERATIONS SUBCOMMITTEE OF THE 
COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, gs. 

The subcommittee met, pursuant to adjournment, at 10:25 a.m. in 
room 304, Old House Office Building, Hon. Charles B. Brownson 
(chairman of the subcommittee) presiding. 

Present: Hon. Charles B. Brownson, George Meader, Katharine St. 
George, and Harrison A. Williams, Jr. 

Also present: Edward C. Kennelly, counsel, Maurice Mountain, 
staff director, and Miss Chesley Prioleau, clerk. 

Mr. Brownson. The meeting of the International Operations Sub- 
committee will come to order. 

I have no wish to inject myself into current disputes about the 
handling or mishandling of classified Government infor mation, nor 
is this at issue in this matter before us. 

Nevertheless, it seems to me desirable that certain elements of the 
problem before us be made clear in order that we may proceed with- 
out misunderstanding. 

As chairman of the International Operations Subcommittee, T am 
thoroughly aware of the need for circumspection in the handling of 
our international relations. But as a Congressman, I am also deeply 
aware of the responsibility we in the Congress have to the American 
people. And when in any specific case there is a conflict between these 
two interests I choose to be guided by the rule that while principles of 
international comity must be adhered to the rights of the American 
people must prevail. 

I deem it a right of the American people to know how their money 
is being spent, whether at home or abroad. If United States tax dol- 
lars are misused at home that fact should be known. If they are mis- 
used abroad that fact also should be known. 

Administrative bans of secrecy surrounding such misuse make sense 
only if premature disclosure of ‘the facts will end: anger a pending in- 
vestigation or upset any set of negotiations currently underway. 

As I understand the facts in this case—and may I make it clear 
there has been no hesitancy on the part of the FOA in making the facts 
available on a classified basis to this committee—there is no pending 
investigation nor current negotiations. There is, therefore, nothing 
which disclosure can upset. 


57 











DS FOREIGN OPERATIONS ADMINISTRATION END-USE CONTROL 


| ndey Lhes¢ circumstances, I | ive felt it incumbent upon me to insist 
that tha ehts of the American taxpayer to this information are 
paral 
[ am, therefore, glad that the decision of the Department of State 
thhold the information has been reversed and that we now may 
proceeg th the heart 9 
| vithess on the stand wa Mr. John IK. Murp! V, Controller, 
Forel perations Adm tration. Will Mr. Murphy please tale 
ew ; ir, together with anv associates he mav have with him. 
I suggest, Mr. Murphy, that you may want to have Mr. McFeaters 
tiie [ VOU sin he POSSessl of some of the n formation, 
You l sworn vesterday. Will you introduce such associates 
{ cipate testifvi y al d the Chair will swear them. 
j \iurpiuy. Yes, sir. 


FURTHER TESTIMONY OF JOHN E. MURPHY, CONTROLLER, 
FOREIGN OPERATIONS ADMINISTRATION; ACCOMPANIED BY 
FRED L. PREU, DIRECTOR, AUDIT DIVISION; MARVIN C. Mc- 
FEATERS, ASSISTANT CHIEF, PRICE BRANCH, OFFICE OF THE 
CONTROLLER; GLENN H. CRAIG, DIRECTOR, OFFICE OF INDUS- 
TRIAL RESOURCES; AND WILLIAM HINGHER, COMMODITY 
SPECIALIST, OFFICE OF INDUSTRIAL RESOURCES, FOREIGN 
OPERATIONS ADMINISTRATION 


Mr. Mureuy. At this point, Mr. Chairman, I think probably Mr. 
Pre und I can answet the questions. If the occasion should present 
itself, 1 will bring forward a supporting witness and if it is permis- 
sible we can swear him at that time. 

\ir. Brownson. Mr. Preu has been sworn / 

Mr. Murrpnuy. Yes, sir: he has. 

Mr. Brownson. Mr. Murphy, would you please testify to the facts 
n the corn-diversion case which we discussed briefly just before 
adjournment last night ¢ 

Mr. Murpny. Yes, sir. 

Karly in 1953, under a procurement authorization issued by the 
Foreign Operations Administration, six cargoes of grain were sup- 
plied for Austria. In April, May, and June of 1953, the FOA Wash- 
ington office, pursuant to its normal practices, paid suppliers for the 
erain and so notified the United States Operations Mission Controller 
in Vienna, which also is standard operating procedure. The Con- 
troller shortly noted that he had received arrival reports covering 
approximately $600,000 worth of the grain which totaled in value 
$314 million, had arrived in Austria. When additional arrival 
reports necessary to account for the entire amount of the corn in- 
volved were not forthcoming within a short period of time, the Con- 
troller in the mission made Inquires of the importers involved. He 
was advised at that time, falsely, as we now know, that the corn in 
question had been stored at an intermediate point before arrival in 
Austria. 

Mr. Brownson. By “an intermediate point” you mean in another 
country ¢ 

Mr. Murpny. Yes, sir; and that there would be some delay before 
it could be brought into Austria. 
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After further delay and nonreceipt by the Controller of the neces- 
sary arrival reports, the Controller began to become concerned about 
the transaction and again made inquiries of the importers, to no avail. 
No information was forthcoming from the importers. 

Mr. Mraper. Would you mind, Mr. Murphy, telling us where the 
grain was said to have been stored and who gave the information to 
our representatives ? 

Mr. Murreuy. The grain was said to have been stored, sir, in Trieste, 
and the ERP Bureau, meaning the European Recovery Program 
Bureau of the Austrian Government advised our mission to that 
effect, apparently on the basis of information which they in turn had 
received through their own channels. 

Mr. Meraper. I always dislike this business of “Washington did 
that” and similar generalities. Can you give us the names of the 
individuals involved in this and their official positions? Who was 
our representative? And who was the Austrian representative? 
What were their official positions ¢ 

Mr. Murpeny. Well, no, sir; unfortunately, I do not have informa- 
tion available in that detail at the moment. I can undoubtedly obtain 
that information if you want it but I can tell you as far as the 
United States side is concerned. The mission controller’s name is 
Powelson. 

Mr. Meaper. What is his full name? 

Mr. Murrny. Stephen Powelson; and the information which I have 
in front of me, which is a summary report, sir, does not divulge the 
names of particular individuals involved. It speaks of the Bureau at 
which the controller made contact and what he was advised at the 
time. 

Mr. Meaper. That detail can be supplied to the committee, I pre- 
sume, for its information / 

Mr. Murpnuy. Yes, sir; if we do not have it in Washington I can 
certainly obtain it if the committee desires. 

Mr. Brownson. Resuming, you made inquiries and you were falsely 
told that the corn was stored in Trieste; is that right? 

Mr. Murpnuy. Yes. It later proved that that was a false statement. 
At the time, we did not know it but after the delays persisted and the 
needed arrival reports did not come along, as I say, the controller 
began to become concerned about it and he decided on his own initia- 
tive to undertake further investigation; and that investigation finally 
revealed that the corn was not in storage in Trieste as had been 
indicated to him. 

Mr. Brownson. I would like to clarify the amount of grain that we 
are discussing. You said, originally six cargoes of grain were in- 
volved overall; is that correct ? 

Mr. Mureny. That is right, totaling $314 million. 

Mr. Brownson. Of the six cargoes you said certain parts of the 
grain were received in proper order ; is that right ? 

Mr. Murpny. Yes, sir; some of it was received in proper order. 

Mr. Brownson. Do you know how much that was? 

Mr. Mvurpny. It was approximately six hundred thousand, sir, 
and—— 

Mr. Brownson. So $600,000 worth out of $314 million worth was 
received in proper order ? 
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Mr. Murruy. Well, even with respect to the $600,000 there was some 
difficulty. There was a matter of substitution of some quantity. Ap- 
parently the first shipment, the shipment which did arrive in Austria, 
totaled approximately 9,200 tons. Actually, of that, only 5,500 tons 
had been received in Austria, but the remainder was replaced with 
substituted corn. As I understand the story, part of the corn in that 
cargo apparently became overheated and there was question about 
storing it at all. The overheated part was taken out and used imme- 
diately, apparently, and substituted corn in equivalent amount, and 
apparently of the same quality, was put in so that it would be suitable 
for storage. so actually SHO00 OOO worth of corn was received in 
Austria as a result of the transaction. 

Mr. Brownson. That actually was the first cargo of the six; wasn’t 
it? 

Mr. Murpny. That is correct. 

Mr. Brownson. The first cargo arrived and arrived all right ? 

Mr. Murpny. Yes, sir, except for the 3,700 tons I mentioned a few 
minutes ago. 

Mr. Brownson. Would you like to outline for us the general ar- 
rangements for the delivery and receipt of thiscorn? In other words, 
who paid for it? What part did private traders play in the transac- 
tion, just so we can have a framework for intelligent questioning. 

Mr. Mourrrry. The corn in question was all purchased through com- 
mercial channels, sir, by private importers in Austria. 

Mr. Brownson. This corn was originally United States corn? 

Mr. Moreuy. It was purchased in the United States through com- 
mercial channels by Austrian importers pursuant to authority which 
they received from the Austrian Government which in turn had re- 
ceived the authority from the United States Government to undertake 
these purchases at our expense, 

Mr. Brownson. Then the corn was to be shipped directly to these 


importers’ agents in Austria; is that right? 
Mr. Mureny. That is my understanding; yes, sir. The corn was 
to be shipped in commercial vessels to Austria presumably to be re- 


ceived by either the importer himself or his agent at the port of 
destination. 

Mr. Brownson. From a legal standpoint, would you say that these 
importing firms which, as I understand it, were firms of non-United 
States nationals; is that right? 

Mr. Mourrny. That’s right. 

Mr. Brownson. These importing firms, were they actually agents 
for the United States Government or agents for the Austrian Gov- 
ernment ¢ 

Mr. Mureny. They were acting for, and I would assume could be 
called the agents of, the Austrian Government, sir. 

Mr. Brownson. As I understand it further, certain allegations were 
made that there was not sufficient storage space in Austria for this 
additional corn; is that right? 

Mr. Murruy. That is right, sir; apparently there had been a bumper 
crop and the plenty that existed as a result also brought out of hoard- 
ing and onto the market other corn which might not otherwise have 
been received there. Consequently as I understand it, storage became 
a problem and that was part of the reason set forth as to why this corn 
was not brought directly into Austria. 
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Mr. Brownson. But your controller, your country controller, be 
came concerned when only 1 out of the 6 shipments arrived and that 
is when he started checking? 

Mr. Murreuy. That’s right; after he had made fairly persistent in- 
quiries and run up against a brick wall and was unable to find out 
exactly where this corn was supposed to be stored. 

Mr. Brownson. In other words, this is the case of an end-use check 
in operation producing results. 

Mr. Murpuy. Yes, sir; it is. 

Mr. Brownson. In the course of our testimony today we will show 
some cases where end-use checks did not work, but this is a case where 
an end-use check promptly applied by the country controller did 
develop this situation that the five ad litional shiploads of corn were 
missing. 

Mr. Murruy. That is correct, s 

Mr. Brownson. He was told, was he not, that they were in Trieste / 

Mr. Murrny. He was told that they were stored in Trieste but 
was unable to learn the specific storehouses or warehouses which were 
supposed to contain the grain, to the point that he decided to send 
agents to Trieste to investigate himself. The investigation disclosed, 
of course, that the corn was not in Trieste at all but it had actually 
been diverted to other destinations. He immediately came back and 
filed a report to my office on the subject giving all the pertinent facts, 
and our office immediately undertook to request the Austrian Gov- 
ernment to make a refund of the full amount involved at the time. 
Asa practical matter, [ beheve that the Austrian Government operated 
at the same time and our actual demand for a refund, as I reeall it, 
never av tually left the office because the ne Embassy in Wash 
ington actually came in and presented a check for the full value of 
the transaction before : aus letter could ™ slidvielie hed. 

It later deve _— that ‘the re was no reason to retain the entire $3.5 
million in light of the fact that approximately $600,000 worth of 
transactions had been handled satisfac tor ily and SO that SHOO0 O00 was 
returned and the net refund by the Austrian Government amounted, 
therefore, to $2.9 million. 

Mr. Brownson. Can you tell us what actually happened to this 
corn? How much did vou find out 4 

Mr. Murreny. Well, | am trying to find that particular part of my 
information here. 

Mr. Brownson. Is that a point you would like to check with Mr. 
McFeaters now or anyone else ¢ 

Mr. Murrny. I am sure I have it, if I can find it, Mr. Chairman. I 
have read this thing many times. 

I think perhaps we had better, if it is permissible we had better 
ask that Mr. McFeaters be sworn because I am being very slow here 
and I do not want to delay the committee. 

Mr. Brownson. Mr. McFeaters, will you stand and be sworn, 
please? Do you solemnly swear that the testimony you will give 
before this subcommittee will be the truth, the whole truth, and nothing 
but the truth, so help you (rod ¢ 

Mr. McF raters. I do. 


Mr. Brownson. Give your full name and position to the reporter. 
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TESTIMONY OF MARVIN C. McFEATERS, ASSISTANT CHIEF, PRICE 
BRANCH, AUDIT DIVISION, OFFICE OF THE CONTROLLER, FOR- 
EIGN OPERATIONS ADMINISTRATION 


Mr. McFrarers. Marvin ©. McFeaters. I am Assistant Chief, 
Price Branch, Audit Division, Office of the Controller. 

Mr. Brownson. Mr. McFeaters, what was your connection with 
what we shall refer to as the Austrian corn-diversion case ¢ 

Mr. McFrarers. As a member of Mr. Preu’s immediate staff and 
a little further removed under Mr. Murphy’s jurisdiction. I was as- 
signed to the job oft more or less doing the staff work for the Office of 
the Controller and the Audit Division in pursuing FOA’s interest in 
the corn diversion. 

Mr. Brownson. Did you find eg the corn was stored ¢ 

Mr. McFrarers. As I recall, sir—as to where it was stored ? 

Mr. Brownson. Yes. We oe heard testimony that it was sup- 
posed to all be stored in Trieste; that it was sup yposed to all go to 
Austria; that only the first cargo got to Austria; that they were then 
told that the balance was stored in Trieste; that it was not found 
in Trieste - 

Mr. McFrarers. Yes; surely. Could I make one comment, sir, and 
that is as far as Trieste goes, it might be redundant, but that is a nat- 
ural movement of grain into Austria. As we all know, Austria has 
no ports, so under any normal commerce it would be usual that the 
cargo would go by ocean transportation to Trieste and be unloaded 
there and transported overland to Austria. That part of the trans- 
action would have been perfectly proper. 

As I recall from the 

Mr. Murrnuy. I found it, Mr. Chairman. It took me a little longer 
than I thought it would but it is here. 

The corn in question was turned over to Swiss companies. That is, 
companies in Switzerland under arrangements, as we understand it, 
that the corn would be replaced at a later date; presumably when the 
storage problem no longer existed in Austria; or if a similar quantity 
and a like quality of corn was not available at the later date, then 
there was to be payment for the value of the corn in dollars. 

Mr. Brownson. Actually, the corn was diverted to Italy, Switzer- 
land, Germany, and Greece, was it not ? 

Mr. Murrny. Is that correct? 

Mr. McF raters. Yes, si 

Mr. Murpny. That is c wy yes, sir. 

Mr. Mraper. Mr. Murphy, could we get something more specific 
than “Swiss onan nies”? Do you have the names of the companies ? 


Mr. Murpny. I do not have them here, sir. This is a summary 
report from the hee the 8 which starts at the very beginning and 
moves forward. As you can see, it is several pages long and it does 


not get into specific names at any point but I am certain that if the 
committee wants that information we can supply it. We will supply 
it if we have it in Washington and if we do not have it, we can cable 
to the mission for it and if they do not have this we will instruct them 
to try and obtain it if you would like that information, sir. 
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(The information furnished by Mr. Murphy is as follows:) 


PURCHASERS OF THE MSA-FINANCED CoRN 

Swiss firms of: Ameropa A. G., Basel and Andre and Cie, Lausanne. 

Liechtenstein firm of: International Grain and Mill Products, Lany, Srhaun- 
Vaduz. 

Financial guarantors were the Swiss banks: Schweizerischer Bankverein, 
Basel and Zurich; Schweizerische Bankgesellschaft, Basel; Alhanag Han- 
delsgesellschaft, Zurich (through Schweizerische Bankgesellschaft, Zurich). 

Mr. Brownson. Do you happen to know whether the market in corn 
Was rising at this particular time or falling’ Either one of you. 

Mr. McFerarrers. What particular time are you referring to? 

Mr. Brownson. At the time the corn was diverted by the Swiss com- 
panies or diverted to the Swiss companies. 

Mr. McFerarers. That would be going back about June of last year, 
would it not? 

Mr. Brownson. Yes. 

Mr. McFerarers. Ordinarily, at that time of the year, which is just 
about at the end of a crop year, June, you would expect that the 
market would be pretty near to the peak for the year’s crop season. 
Speaking of this country especially, such as Indiana and other corn- 
producing States, with the crop coming in August somewhere, ordi- 
narily you would expect the market to start dro ypping in the summer 
and continue dropping during the fall. 

Mr. Brownson. The committee staff has received this information : 

The fluctuations which occurred in the prices of spot corn and corn futures 
between the time of the original financing by MSA and the dates by which the 
corn was required to be replaced under the barter contracts were such as to 
have offered ample opportunity for speculative profit on the part of the Austrian 
purchasers of the diverted corn and/or the Swiss intermediaries through which 
the corn was sold. The mission has thus far been unable to establish whether 
or not any such profits actually were made, but is currently carrying on further 
investigations in Trieste with this end in view. 

Apparently there was an opportunity for speculative profit about 
that time. 

Mr. McFerarers. It could have been if anyone could forejudge in 
June, say, what the corn market was going to be in November or 
December. The opportunity certainly is there. 

Mr. Brownson. Of course, they didn’t have much to lose because 
they had this grain which had been diverted. If the market went up 
they could sell it and replace it. If the market went down, or stayed 
still, they could still simply turn the original grain back in again. 

Mr. McF ravers. That is absolutely correct. 

Mr. Brownson. It wasn’t exactly a great gamble on the part of 
these people who were conducting the operation. 

Mr. Meaper. Mr. Chairman, this question is somewhat aside from 
the question of end-use, Mr. Murphy, but when you testified that the 
storage facilities in Austria were completely absorbed by their own 
corps sand that they had had an unexpected bumper crop, the question 
arose in my mind whether or not there was a need for this shipment 
at all if Austria had had such a successful grain season. 

Mr. Murrny. Of course that is a good question Mr. Meader, and 
of course it occurred to us, too; but I submit it arose after the fact. 
In other words, the situation which came about and which produced 
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this storage problem did not exist at the time that the original author- 
zation to procure the corn was granted. 

Mr. Meaper. The reason I raised the question is that I wanted to 
know if there was anyone in FOA that could rescind action in case of 
changed circumstances, and if there was, whether you as Controller 
n your followup in the administration of these programs, would have 
any authority to say : “Well now, it looks now several months after the 
original decision was Mi ude, that we do not need to go ahead with this 
program 5 let us stop it. 

Mr. Murpny. Yes, sir; there is that authority. In the first instance, 
after a procurement authorization is issued, we reserve the right to 
cancel that authorization except to the extent that the receiving gov- 
ernment may have already undertaken legal obligations under it from 
which it could not escape. Thus, if you issue an authorization to buy 
2 million dollars worth of a comnmntity, and they have gone out and 
let a contract, say, for 20 percent of it, we would not cancel the whole 
million dollars, but we reserve ts right, certainly, to cancel the 
SSO0.000. 

In other words, at any point we could certainly enter into negotia- 
tions about canceling the uncontracted portion while trying to kee “Pp 
the Government from incurring a loss through an undert: aking ente red 
into in good faith as a result aon authority. 

Now, further than that, if all of the contracts are let and ship- 
ment is either about to or even has started, it is still possible in some 
instances, such as the one we are talking about, for FOA/Washington 
to arrange for, on its own—when it becomes aware of these cireum- 
stances—perhaps some other use of the cargo in question. It may 
not always be possible but certainly I can visualize circumstances 
where we might be authorizing the same commodity to several coun- 
tries: one country suddenly discovers that it has no need for the par- 
ticular commodity and advises us to that effect, while some other 
country might not be so far along in the transaction that we could 
not substitute one transaction for the other. 

Mr. Meaper. In this particular instance, Mr. Murphy, was it true 
from your records that there was not a need for the grain in Austria 
at the time the deliveries were actually made, or were scheduled to 
be made ? 

Mr. Murpnuy. I do not think I have any “Yes” or “No” answer to 
that question, Mr. Meader. Again, I can obtain the mission’s opinion 
as to whether or not the situation was as outlined. The investigation. 
of course, stopped at the point where it was determined that com- 
modities financed for importation into Austria did not arrive and 
therefore there was a necessity for obtaining a refund of the funds 
in question. 

Mr. Brownson. If the gentleman will yield at that point, maybe 
we can put that question another way that would bear upon the sub- 
sa and get a factual answer. 

Did you ever find out whether or not it was true that the grain 
storage facilities in Austria were actually crowded to their extreme 
limits at the time this grain was to be received, as apparently was 
alleged to your controller, to account for the storage of the grain 

Trieste and other places? 
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Mr. Murpny. I did not. Perhaps—do you know Mr. McFeaters, 
whether we actually investigated or determined that that was the 
situation at the time / 

Mr. McFrarers. No, Mr. Chairman. Ordinarily, I believe we could 
accept the opinion of a controller and that is what we did—our con- 
troller in Vienna—who inade a pretty exhaustive study of this. He 
seemingly had no reason to question in any sense the opinion and 
the statements of the Austrian authorities at that time, that their ele- 
vators in Austria were pretty well jammed with corn, and | don’t 
know that we ever had occasion to go back and question that state- 
ment in any way at all. 

Mr. Mraper. Mr. McFeaters, could you answer the question I ad- 
dressed to Mr. Murphy, whether it was true there was no need for 
these shipments of grain in Austria as of the time of their scheduled 
delivery ¢ 

Mr. McFrarers. That is entirely outside of my province, as far as 
my job is concerned. I am not being evasive, but I just don’t know 
the answer to the question. As far as my own job goes, it is along 
different channels and has nothing to do with the programing aspects 
at all. 

Mr. Meaper. If I understood Mr. Murphy correctly, he does have 
a responsibility for determining the need and the appropriateness for 
the aid as of the time of actual delivery so that a decision made months 
before would not necessarily automatically be carried out if condi- 
tions had changed so that the aid was not in fact necessary. It strikes 
me that there should have been some kind of a determination whether 
this grain was needed as of the time of delivery. If it was not needed 
why did you not take the action to cancel in part or in whole the goods 
that were to be delivered ? 

Mr. Murpuy. Mr. Meader, one of the bases upon which we fre- 
quently ask for and obtain refunds from other countries is the cate- 
gory or classification which we call nonutilization. 

In other words, as a practice, we follow these transactions through 
even after their arrival in the country. If we discover situations 
where dollar-financed aid shipments are not utilized, either for the 
purpose intended or not utilized at all, that frequently becomes the 
basis for a demand for a refund of the dollars which we use to finance 
the shipment. And it is entirely possible that had diversion never 
occurred in this particular instance, that at some later point if the 
grain were in storage for an inordinate length of time the controller 
would have reported that because we have many instances where con- 
trollers do report nonutilization of the assistance commodities. So 
that as a practice we do follow that aspect of the transaction. This 
one, however, never got that far. It was caught and stopped short. 

Mr. Brownson. Mr. McFeaters, you said that you had seen no rea- 
son at all to question the statements of the Austrian Government that 
their grain storage facilities were full. I do not want to go into it 
in any great detail but as a matter of fact, on the basis of the subeom- 
mittee investigator’s information, from our standpoint, there appear 
to be many places in this testimony where the Austrian Government 
was somewhat less than frank with our FOA people in this connec- 
tion. I will comment on that realizing that you may not be in a 
position where you would wish to. 
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Mr. McFrarers. It isnot a matter of wish. Have you put a question 
to me? 

Mr. Brownson. No; but my point is this: When the Austrian 
Government told us that their warehouses were bulging with grain 
and they did not have room to take this grain into Austria, and 
originally told us it was at Trieste, we pretty well took their word 
tor the fact that their warehouses were full. The very fact that you 
have already told us that they testified it was at Trieste, when as a 
matter of fact it had been diverted to Italy, Switzerland, Germany, 
and Grece seems to me to indicate that the information from the 
Austrian Government at that stage of the game was a little less than 
candid. 

Mr. McFerarers. That probably is true, sir. 

Mr. WirutAMs. This I Social | consider a rather major diversion of 
the goods sent over there. Prior to this, had you had any experience 
with Austria on major diversions in the FOA program ¢ 

Mr. Murpny. I think, _ Williams, the answer to that question is 
undoubtedly, yes, because we have had diversions in a good many 
instances, and I doubt that ‘ede re is any one country that has ese aped 
completely oe the situation. There may be some, but our ex- 
perience as far as I have been able to analyze it, from 1948 forward, 
indicates that we ane come across large variety of situations in most 
of the countries and it is possible, entirely possible, that there were 
other diversions in Austria. 

Again, | would be glad to make a particular study if the com- 
mittee wishes and give you a report on the information we have, that 
is, the Austrian picture, so far as diversions are concerned. 

Mr. Wituiams. I should think the record of experience would in- 
dicate the amount of reliance you can put on the reports that we get 
from a country we are dealing with. I wonder if we could help to 
evaluate the effectiveness of the end-use check here which seems, from 
what we have had so far, to be very effective by fixing some dates a 
little more firmly. 

As I recall, Mr. Murphy, in April, May, and June, FOA made 
payments, paid sup ypliers for this grain; is that correct? 

Mr. Mureny. That is my understanding, that the actual payments 
in Washington were made in those 3 months, sir. 

Mr. WituiaMs. As I recall your testimony, shortly thereafter ar- 
rival reports came in indicating that at least the first cargo had ar- 
rived in Austria. I wonder just when that was. What did “shortly 
thereafter” mean ? 

Mr. Murpny. I do not have a specific date here but I think I can 
pin it down fairly close for you. It was in September of 1953 that 
the mission controller began to get curious about the remaining five 
cargoes which indicates that the first cargo must hi ave arrived some- 
time between, I would say, Apr iland August of 195 

Mr. Witttams. I see. So there was about 3 months? delay there 
before he wondered about where are the next arrival reports and then 
the investigation began; is that right ? 

Mr. Murpny. That is correct. My information is, September 1953 
he made the first attempts to find out why it was that these payments 
of which he had been notified were not represented by arrival re- 
ports. 
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Mr. Witt1ams. What is the date for request for refund ? 

Mr. Murreuy. I believe that was in December, sir. It actually, sir, 
as you recall, never got out of our office because—— 

Mr. Wiiu1amMs. When was the refund made / 

Mr. Mureny. The refund was in December. I will see if I have 
a specific date in December here. 

Mr. Mureuy. December 1, sir, 1953. 

Mr. Witiiams. So the first real warning of trouble was in Sep- 
tember and the matter was concluded by December. Does that seem 
to be a fair period of time for an effective end-use check in this kind 
of diversion ¢ 

Mr. Murreuy. I would think so, sir. I would think this was han- 
dled very well given the complexities of the situation. 

Mr. Wittiams. That is all I have on that, Mr. Chairman. 

(Nore.—After the hearings the subcommittee chairman received 
the following letter from the Austrian Embassy; it appears as ex- 
hibit 14:) 


EXHIBIT 14 
AUSTRIAN EMBASSY, 
Washington, D. C., July 8, 1954. 
Ref. No. 6091—A/54. 


Hon. CHARLES B. BROWNSON, 
House of Representatives, 
The Capitol, Washington 25, D. C. 

Drar Str: In the open hearing on June 18, 1954, of the House Committee on 
Foreign Operations under your chairmanship, Mr. J. E. Murphy, Controller, For- 
eing Operations Administration, and Mr. Melvyn McFeaters, Assistant Chief Price 
Controller of FOA, were heard as witnesses in the case of the Austrian corn 
displacement, often referred to as corn diversion, Although the case was pre- 
sented by Mr. Murphy in an entirely objective manner, I am under the impression 
that certain facts which lead to the storage difficulties and which have consti- 
tuted a decisive factor in the pertaining action by the Austrian Government, 
if brought out more clearly, would have created an atmosphere of better under- 
standing of the case. 

The Austrian corn requirements of approximately. 400,000 tons per year are 
chiefly used for livestock feed. Less than 100,000 tons thereof are domestically 
grown. During the years prior to 1953, corn was continuously in short supply. 
Government control of distribution, Government supported meat prices and the 
instability of the Austrian currency resulted in considerable stockpiling of corn 
by the trade and on farms. The stabilization of the Austrian currency, the 
decontrol of domestic distribution of corn and a universal change from a sellers’ 
market to a buyers’ market simultaneously effected the Austrian economy and 
led to a liquidation of stocks, formerly held by consumers and the trade. This 
situation was aggravated by the scarcity of money, a consequence of anti-inflatory 
measures. Consequently, when Government imports of corn arrived—which in 
some instances had to be contracted on long delivery terms—supplies were not 
as usual absorbed by consumers, so that the storage situation for accumulated 
supplies held by the Government became very precarious. 

In 1952, the farm-support price for wheat was substantially raised, and thus 
made marketing of wheat very attractive to farmers. Expected high domestic 
collections of bread grain combined with favorable harvesting prospects made it 
necessary for the Austrian Government to make arrangements for adequate stor- 
age facilities for the new bread-grain crop. This further impaired the already 
precarious storage situation. 

Storage of 5 corn shipments (approximately 47,000 tons) would have involved 
storage charges of approximately 14 million schillings (about $550,000). In 
order to avoid these expenditures, the Austrian Government agency concerned 
agreed to an arrangement for disposal of these cargoes and their later replace- 
ment by identical quantities and qualities of corn. The subject agreements en- 
tered into between the Austrian Government agency and the Austrian grain trade 
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in June 1953, provided for a United States dollar guaranty to be established by 
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Swiss banking institutions. The replaced quantities arrived in Austria during 
the month of January 1954 in full compliance with the agreement. The docu 
ments pertaining to the agreement and to the guaranties were available for 
inspection to the FOA controller in Vienna, Mr. Powelson, who was invited by 
the Austria Government to participate in the investigation of the case by a com 
mittee set up by the Joint Conference of Federal Ministers 

In evaluating the consequences of the transactions with respect to the economy 
of the United States it should be borne in mind that the quantities shipped to 
Austria in replacement were brought from the United States. By this fact, it 
might be argued that under the pertaining arrangement quantities of a United 
States surplus commodity were exported to European countries from the United 
States which otherwise might have been procured from other sources, 

I herewith express my sincere hope that the aforementioned facts will con 
tribute to clarify the motives of the Austrian Government agency concerned in 
the subject matter. 

sincerely yours 
[s Gruber 
Dr. KARL GRUBER, 
{mibassador of Austria. 

Mr. Brownson. Mr. Murphy, to go back to the point where we were 
when we brought up the matter of this Austrian grain diversion case, 
how much money did we get back out of Austrian grain diversion 
case as a result of this end-use check ? 

Mr. Murrpnuy. $2.9 million. 

Mr. Brownson. Now, you testified yesterday, just before we got 
into the Austrian grain diversion matter, to the effect that there was 
$96,200,000 found to be unsatisfactory as a result of end-use investi- 
gations in the field. That was question No. 28 on our staff schedule. 
Of the $96,200,000 found to be unsatisfactory, how much was re- 
funded ? 

Mr. Murrnuy. The best information we have in reply to that, Mr. 

hairman, is $6 million. However, I would like to qualify that by 
saying that our records are not so established as to divide out the 
refunds which have been received in the course of the program, by 
those resulting from end-use investigations in the field and those re- 
sulting from other reasons. We have been unable in the time inter- 
vening to search the records back to 1948 to attempt to break this out. 
But we have specific instances totaling $6 million which we do know 
about. 

Mr. Brownson. After a refund is obtained, what generally hap- 
pens to the money ? 

Mr. Mvurrny. Normally the money is reprogramed for the country 
involved. 

Mr. Brownson. Mrs. St. George, do you have any questions to ask 
the witness at this point? 

Mrs. Sr. Grorce. No questions at this time, Mr. Chairman. 

Mr. Brownson. Do you think that is a good policy, Mr. Murphy ? 

Mr. Murpny. That is a policy, sir, that is under very serious study 
under FOA. I think that it is one which requires serious study be- 
fore anything is done to change it because there are a lot of implica- 
tions involved. My initial reaction, I must confess, was one of ques- 
tioning, why we did this. So in the past several months, as part of 
this constructive approach I mentioned yesterday to new systems for 
fiscal year 1955, I have been questioning several elements of the FOA 
organization about this policy, and I have come to understand some 
of the reasons why this has been the case. 
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In the first instance, I think, to get the-problem in perspective, we 
must revert to 1948 when the Marshall plan was instituted; basically, 
we were embarking on a program which was designed to beef-up the 
economic levels in the aid countries involved, mainly through assis- 
tance in bridging dollar gaps. That is, their exports to the dollar 
area, their dollar earnings, were substantially lower in all instances 
than their imports. As a result, their needs for dollars were higher 
and they were not able to fill them because of lack of dollars. ‘The 
program started out as an attempt to bridge this gap by furnishing 
these commodities with United States dollars and obtaining counter- 
part from the countries. 

Now, it therefore would seem to follow that if your initial objec 
tive is to bridge that gap, then because of some violation of a regula- 
tion or rule in the course of carrying out the program, if you remove 
from the country dollar assistance which you have previously deter 
mined to be necessary to arrive at your objective, you might very well 
find yourself in the position of defeating your own purposes, 

Mr. Brownson. Is filling the dollar gap still a major part of your 
objective ¢ 

Mr. Murruy. In some countries that is still the basic objective, al 
though I must hastily poimt out, as I did yesterday, that we are 
rapidly phasing out of Europe and the success of the original program 
is basically the reason why we are able to do that. 

Mr. Brownson. In other words, the dollar gap has been filled 
many of the countries of Europe. 

Mr. Moureny. That accounts for the discontinuation of aid in those 
countries. That is one consideration. 

The second consideration which appears to be very basic is that 
Congress in passing this original ECA act very wi isely, I believe, in- 
sisted that to the maximum extent possible the aid be furnished 
through commercial channels. There was a recognition early in the 
course of the consideration of the program that if we really were to 
be effective in the administration of this aid, we could not put it on 
a government-to-government basis: that it had to be done commer- 
cially asa pump primer in the hope that the trade channels established 
and expanded as a result of the assistance would continue to be healthy 
as a result of the new blood we were in effect pumping in in the form 
of United States dollars. 

Now, a good many of the violations we have had of the regulations 
which have called for corrective action were actually errors of either 
commission or omission, on the part of these commercial importers 
or suppliers, depending on which end the violation occurred. 

They were incurred through no fault of the government concerned. 

In other words, there was good faith on the parts of the govern- 
ment and the situtions came about frequently as a result of some loop- 
hole, perhaps that they were not aware of, and had not plugged, 
or some situation over which they could exercise really no control. 
Therefore, it would seem very unreasonable if, because some importer, 
for example, bought an ineligible item of some sort after obt: aining 
an authorization from his country, to turn around and penalize the 
government itself by demanding the return of the dollars. 

What we have under consideration at the moment, as I say, is this 
whole question, and I hope that we will be able to come to a point 
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where we can put a little more penalty into the refund system on a 
fair basis. That is, if we find that the situation that came about was 
the responsibility of the government concerned, then I think the 
government probably should be made to suffer. 

Mr. Brownson. Those rules actually were made to insure that, 
primarily, things useful to the economy were done with these funds? 
In other words, it was not merely a matter of the United States saying, 

3uy anything you want to; we will pick up the check.’ 

Mr. Murrny. That is correct, sir. 

Mr. Brownson. In other words, without continuing those rules in 
effect, this so-called dollar gap could go on forever if they bought use- 
less items with the funds. 

Mr. Murpny. Exactly right. 

Mr. Brownson. That is something I hope you will take into con- 
sideration when you consider the philosophy of reprograming. We 
are now at a point where I would like to discuss another case. 

Do you have Mr. Glenn H. Craig of the Industrial Division here 
with you? 

Call Mr. Craig up and we can swear him. 

Do you solemnly swear that the testimony you will give before this 
subcommittee will be the truth, the whole truth, and nothing but the 
truth, so help you God? 

Mr. Cratc. I do. 


TESTIMONY OF GLENN H. CRAIG, DIRECTOR, OFFICE OF INDUS- 
TRIAL RESOURCES, FOREIGN OPERATIONS ADMINISTRATION 


Mr. Brownson. Be seated, please, and give your name and official 
title to the reporter. 

Mr. Crate. Glenn H. Craig, Director, Office of Industrial Resources, 
FOA. 

Mr. Brownson. We would now like to discuss, Mr. Murphy, your 
investigation in connection with the FOA financing of a $112 million 
machine-tool program in Great Britain during the years 1950 to 1953. 
I will leave it up to your discretion. Would you like to start a narra- 
tive on that particular situation or would you like to have Mr. Craig 
do it? How would you like to handle it? 

Mr. Mcurrny. I would be perfectly satisfied to have Mr. Craig make 
the presentation. He is familiar with the case. 

Mr. Brownson. You just outline the story as close as you can to 
chronological sequence. 

Mr. Crate. The British machine-tools program is one which began 
with the speedup which was taken in 1950-51 of a large British en- 
deavor, a speedup of the defense effort. 

In 1951, there was made available $112 million to the British to pay 
for that amount of machine tools which they had planned for pur- 
chases in the United States under the MDAP program. 

Mr. Brownson. Which was a period of time, incidentally—and you 
are familiar with the machine-tool industry here in the United States; 
are you not—— 

Mr. Crate. Th: at is correct, sir. 

Mr. Brownson. This is a period of time when there was a distinct 
shortage of mac hine tools in the United States as I remember. 
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Mr. Craig. This was a period during which there was great com- 
petition. 

Mr. Brownson. Statements were made by MDAP and others that 
the machine-tool industry was 2 years behind on - production and 
machine-tools orders then could not be accepted for i 2 years. 

Mr. Craig. That is correct. There was a very oat demand upon 
the machine-tool industry here. The British were in the process of 
ordering about 30,000 machine tools throughout Europe and the United 
States. They were, of course, short of dollar funds at that time and 
knew of the diftic ulty of getting delivery on machine tools here. But. 
despite that, did attempt to buy here ‘about 6.000 machine tools or 
thereabouts. 

Mr. Brownson. How much would the value of those 6,000 machine 
tools be? Do you have any idea ¢ 

Mr. Craig. I would suspect somewhere around $120 million. The 
sensitiveness of the machine-tool industry here, our own defense 
endeavor, meant that it was necessary to go through a very careful 
screening process with respect to those tools because of the etfect it 
might have. Soa scheme was worked out which involved the screen- 
ing in the United Kingdom of the need for particular tools in par- 
ticular plants, which was followed by a screening job that was done 
in the United States with respect to the same tools. 

Mr. Brownson. Who was delegated the authority for doing the 
screening job in the United Kingdom ¢ 

Mr. Crate. In the United Kingdom we had a man, a Mr. A. J. M 
Baker, who was connected with the London mission. Mr. Baker was 
out of the machine tool industry, we believe ay ry n1lg rhily re pee ted 
member of the fraternity. 

Mr. Baker, with the help of people in the military part of the 
mission to London, worked with the British Ministry of Supply to 
screen the tool requirements there. On this side there was an organi- 
zation put together on an ad hoc basis to screen tools which included 
representatives of the NPA, the MSA, Department of Defense, and 
before they could be delivered the tools had to receive the screening 
of that committee in order to achieve a priority rating and the tools 
were conside red one by one and 1n groups agvalnst the pr orities Tor 
military tools in the domestic program. 

Mr. Brownson. You say the British Government originally was 
going to order some $120 million worth of machine tools on their own. 
They intended to pay for these, did they ‘ 

Mr. Craic. They did in the first instance, and had this as a part 
of their total budget, that they would be paying for and at the same 
time they intended that a number of other smaller milit: ary projects 
would be the ones which would be used for the amount allotted to 
them by the MDAP funds. 

So they had intended in the first instance to use that part of their 
own funds for these machine tools, 

Mr. Brownson. but as it finally developed, the $112 million worth 
of machine tools were given to them under the FOA program ¢ 

Mr. Craig. That is correct. 

Mr. Brownson. Can you bring us up to May and June of 1953 
when the controller of the U nited Kingdom mission reported on 
investigations made of the machie tools financed under this $112 
million program 
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Mr. Craig. During the period from the spring of 1951, when the 
procurement a ithorizations were issued and a year ago how last 
spring there was a long period of shift and change with respect to both 
the military program of NATO, the British, and also with respect 
to the machine tools themselves from time to time there would become 
oreatel IMmiportar ce attached to one or to anot her, and the negotiations 
went on to replace some of the British tools in the production line, 
push some others out, or if our military required them from time to 
time, the Britisl. tools were displaced. When in 1952 with respect to 
the first matter, the changing of the military program, there was a 
stretchout in the time that was to be taken to complete the 4.7 billion 
pound sterling program of the British, there was, naturally, a change 
in the speed with which the machine tools were required. 

Mr. Brownson. What was the reason generally advanced for the 
stretchout / 

Mr. Craic. This was a part of the shift that occurred throughout 
the whole of NATO and was one in which there were a great many 
factors, as you will recall, but most of them were factors with respect 
to just the capacity of the western nations to maintain the rate of 
military buildup and at the same time a satisfactory economic 
situation, 

Mr. Brownson. In other words, the NATO powers had plunged 
into this thing a little bit too deeply for their economy and were 
stretching the thing out to make it a more long-range program. 

Mr. Crate. It was stretched out, certainly, in terms of what was 
thought at highest levels to be a balanced program. 

Mr. Brownson. How about this inspection in May and June of 
1953% My figures show that after checking on more than 1,000 of 
these tools valued at over S22 million, that the controller of the 
United Kingdom mission reported that many of the tools were idle. 
Is that right? 

Mr. Craie. If I may say a word or two about that, Mr. Preu of the 
controller’s office may know much more about that inspection—it is 
true that there were idle tools, quite a number of them: and this is the 
kind of thing which would be normally expected. But it is the kind of 
thing which ought to be kept to an absolute minimum. 

Mr. Brownson. It is one of the values of an end-use check. 

Mr. Crate. That is correct. Just to make sure that there is enough 
needling that the very best use gets made of them. 

Ifowever, with respect to the magnitude of the idle machines, we 
have looked back at that and feel that the number of machines which 
have been estimated to be idle is well within what we considered, what 
was considered by all of the experts we had together in 1951 to have 
been below what was anticipated as the reserve just for contingencies 
that might be completely overlooked. 

For instance, it was thought at that time that if we came with respect 
to this part of the machine-tool program within 414 percent we would 
be doing very well. Assuming no change in the military program. 
Well, it happens that this number is within about that proportion. 
But this does not mean we should not be watching and putting them 
to work if we can. 

Mr. Brownson. Was this end-use check also made not only of 
idle machines but of machines that were placed in plants where their 
full prod ctive capacity could not be used ? 
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In other words, I have information that many of these machines 
which were ordered for the British program were machines of a type 
which would produce their particular part greatly in excess of the 
ability of the rest of the plant to keep up with the production of the 
American machines and while many of these machines could not be 
said to be idle, there certainly was not a practical distribution of these 
fast-production-type machines which would couple them up with the 
machinery already in the plants in which they were placed. 

Mr. Crate. Well, I am not sure of any particular case you might 
have in mind. Obviously, this was a matter of great concern at the 
time when the screening was done. I can remember the experts many 
times saying, “Well now, there is no need for this kind of.a fast, au- 
tomatic machine. There is a need in the United States for it. There- 
fore, the United States ought to be getting this priority and there 
should not be such for the British.” 

The fact was, every Once in a while it was said, here is an automatic 
machine: it will only be used to half its capacity, but even at half it 
is better to use it. In other cases there was discussion of the possi- 
bility of pooling. 

[am afraid I am not in a position to indicate in any particular case 
how well that was worked out. But I do know there was a very great 
deal of discussion on this very point and the kind of cases we have 
had from our mission overseas has been that there has not, of course, 
been full capacity use of all of the machines. 

Mr. Mraper. May I ask a question? Mr. Craig, were you in your 
present position at the time this program was originally approved 
in 1951? 

Mr. Crate. Well, not exactly, but close enough I would think for 
your purposes, probably—in 1951 I think I was Deputy Director of 
the Industry Division. 

Mr. Mraper. I would like to ask you now not about the end-use 
check but the original approval of the program. Was there a question 
in the minds of some of your people who had familiarity with the 
details of this program, about its desirability in the first place / 

Mr. Craie. Well, there are not very many programs in which there 
is not some interplay of opinion and T recall some at that time. 

Mr. Meaper. Did you, yourself, have an opinion at that time? 

Mr. Craig. Yes: my opinion was that this was a program which 
seemed to be very important in strengthening the defense program 
in the United Kingdom. 

Mr. Meaper. But I am speaking now not necessarily about whether 
there should be any program at all but whether there should be a $112 
million program and whether these specific tools that were approved 
should have been approved. In other words, what I am trying to get 
at is this: was it only the end-use check that discovered the deficiencies 
in this program or was there a high-level decision overruling experts 
within the FOA when the program was originally approved ¢ 

Mr. Crate. IT do not know of any high level opinion overruling 
anyone, sir, because all that I remember was the kind of interplay 
which always is present : Should there be particular projects displaced 
by particular machines in Cincinnati Milling or in Mesta Machine, or 
in some other place. There was much of that, but this is a matter 
of judgment with respect to particulars. I do not remember any top- 
level overruling. 
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Mr. Meaper. Let me get down to names again, and positions. In 
the approval of the program originally, what individuals within the 
FOA examined the character of the tools that were being requested 
and passed judgment upon whether this was a wise expenditure of 
public funds for this purpose ¢ 

Mr. CRAIG. The person W ho was most closely involved in the F¢ YA 
was Mr. Charles Baker. Charles Baker was in charge of machine 
tools in the Industry Division. There always was participation by 
the country desk. I have forgotten the names of the desk people 
at that time. Then the Director of the Industry Division. 

Mr. Meaper. Who besides Mr. Baker would have had any connection 
with passing 7 on this progr um originally ¢ 

Mr. Craig. Well- 

Mr. Meaper. Do you know Mr. George Knutson ? 

Mr. Cratc. I know George very well. George was interested 
this, too: that is correct. 

Mr. Mraper. Did he have any responsibility with respect to the 
rogram, the nature of the program, what tools would be appropriate 
and that kind of thing? 

Mr. Cratc. This is one on which I would have to look back on the 
record. But my recollection is that at that time the organization 
was such that George Knutson was in charge of projects and that Mr. 
Baker was in charge of the aes Branch, the general Machinery 


Branch. If that is true, and it was certainly true around that time 
or just before or just after, abs Knutson had a responsibility for 
projects which would come in competition with some of these machine 
tools. This, I do recall very clearly, was George Knutson’s concern 
at the time. But I do not reeall that he had a responsibility in the 
sense of passing upon the merits of the particular program itself. 


Now, it had been true that up until about that time, it may have 
been 6 or 8 months before, Knutson had been in charge of the whole 
of the ia h nery and equipment. This | would have to verify to be 
sure JUST W hen it was, 

Mr. Brownson. What was the official position of Charles Baker? 

Mr. Cratc. Charles Baker was, as I recall, Chief of the General 


Machinery Branch at that time. 
Not! Foreign Operations Administration later supplied the fol 
lowing information for the record :) 
Glenn Craig was Acting Director of the Industry Division during the period 
the procurement authorization was issued for $112 million worth of machine 


It was issued at a time when George Knutson was Chief of the Machinery 
and Equipment Branch and C. J. Baker was Assistant Chief of the Branch and 
reported to him. During July of 1951 C. J. Baker became Chief of the General 
Machinery Branch and George Knutson the Chief of the Projects Branch which 
were two parallel units. This was the relationship of Baker and Knutson during 
the period when most activity was undertaken in connection with screening of the 
program for priorities in NPA, 

Mr. Brownson. Is that the same Charles Baker that is involved 
in this matter we are soing to discuss later today of 50 defective trucks 
sent down to the Far East pool ! ¢ 

Mr. Crate. T think you are talking about the same person. 

Mr. Brownson. P roceed, please. 

Mr. Wriu1ams. Is Mr. Baker here to testify ? 

Mr. Murpny. No, sir; Mr. Baker is no longer with the agency, sir. 
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Mr. Craic. For your purposes, if I may clarify, it is quite true that 
Knutson had an interest in and played a role in this discussion, I 
do not think he was in the hierarchy with respect to machine tools 
at that time. 

Mr. Mraper. Well, now, do you know whether or not Knutson raised 
a question about the magnitude of this program and the desirability of 
allocating some of these tools to the United Kingdom under this 
program ¢ 

Mr. Crate. My recollection is that Knutson did raise questions 
about the program, 

Mr. Meaper. And the decision ultimately was made on a much 
higher level, is that correct ¢ 

Mr. Craic. Well, you say much higher—— 

Mr. Meaper. Did Dean Acheson have anything to do with the final 
approval of this program ¢ 

Mr. Craig. It was made on the highest level as far as the approval 
is concerned. But there was pretty well up through the hierarchy, 
as I recall, agreement with the program. 

Mr. Meaper. It is my impression from what I have learned about 
this United Kingdom machine tool program and I do not want it to 
be incorrect, that here was a decision which had been studied at oreat 
length by competent people within the FOA which was overruled on 
a policy level, disregarding the considerations of engineering and so 
on, by Dean Acheson, is that correct ? 

Mr. Craic. I do not remember any occasion on which an issue was 
put to Dean Acheson with respect to this. 

Mr. Meaper. They wanted to give this amount in some form to the 
United Kingdom and notwithstanding the desirability of this tool 
or that tool or the number of tools the decision was made in the face 
of careful study on an engineering basis. 

Mr. Cralia. My recollection is that the whole of that issue was one 
which was solved within our own division, in the Industry Division, 
and with respect to the engineering problem, there was one who had 
quite a good background in engineering, George Knutson, one on 
whom we depended for a good many pieces of advice for these things, 
one who had a different 1 pression as to what should be priorities 
that would be put on this thing: but this was settled within our own 
division and with other, many other engineers who were very strongly 
of exactly the opposite view, that this was the thing which would be 
an absolute necessity it we were going to have a defense production 
program in the United Kingdom. 

So that as far as I know, there was at no time an issue that went 
beyond our own division. And the great preponderance was one of 
support for, engineering support for this program, even though there 
were other views, of course, on particular machines. 

Mr. Murreuy. I might contribute something here, Mr. Meader. I] 
have some recollection of this, too, although I wasn’t in ECA or 
MSA at that time. My understanding is that a lot of these machine 
tools had actually already been ordered by the British with the ex- 
pectation that they would be able to pay for them with their own 
resources. They had applied for and had obtained the DO ratings 
necessary at that time to get machinery, and they were in a position 
where in the absence of some assistance they were going to have to 
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cancel orders and incur liquidated damages and so forth with conse- 
quent con siderable additional loss of time. So that I think that may 
help a little, the fact that the British themselves had st: arted out to 
use their own resources to pay for them indicates that they probably 
had scree ened them pretty care fully on that end. 

Mr. Crate. I would like to go on with that because any time a re- 
quest ae 6,000 machine tools was put into the machine at that period 
n the United States to try to get DO ratings, there would naturally 
be brought to bear the very strongest kind of screening by everybody 


who was going to be in competition. This included our own defense 
forces and therefore there was brought to bear a great deal of engi- 
neel Oo oht on the machines, these mac hines, one by one. And the 
preponderance of view was one which said, these and these and these 
tools—after weeks and months they were gradually worked out—are 
the ones whic h do Wie ike sense 1 order t to accomp lish the end that we 
have in mind, a joint effort. So that while there were plenty of times 


when there were particular machines in competition with others in the 
United States or for other friendly allies, many differences of opinion, 
this group up to that full amount both before we were a party to 
financing and after were all carefully screened by the best engineers 
we could get. 

Mr. Brownson. In that connection, did your end-use check bear 
out that that screening was right? And end-use check is more or less 
valuable to measure a policy of the past; hindsight is much better than 
foresight. What did your end-use checks reveal in connection with 
this pe vou were discussing # 

Mr. Crate. We have a fairly recent report. from the mission which 
indicates that the very large part of the machines in a number of 
plants I just happe ned to notice are being used in those plants which 
are turning out the heavy part of the British aircraft, for instance, 
for military use: and that they are being used in that part of the firm 
which is devoted to the buil lup of our NATO forces. 

There may be something that Mr. Preu or Mr. Murphy know fur- 
ther about this, but our general impression is that it has worked out 
pretty well. 

Mr. Brownson. What are they going to do with the rest of them, 
the ones not bei ing used in the industry program and the ones re ported 
as being idle? 

Mr. Craic. There has been an agreement which has been established 
with the British Government that they will utilize the machines either 
for use in direct defense plants for their own strategic reserve, or will 
assure that they are used in other effective places in the United King- 
dom. Otherwise, if there are tools which after a year are not effec- 
tively used, they will refund the purchase price. 

Mr. Brownson. In this category known as strategic reserves—does 
that — sit idle while it is in the st rategic reserves ¢ 

Mr. Crate. You are asking a question which is a rather technical 
one. We do have in the United St: ites, for example, a very large re- 
serve which only the military could tell me about, at least, which is 
available for use in case needed. 

Mr. Brownson. I understand the concept of strategic reserves but 
[ wonder if that machine is going to be idle in strategic reserve, if 
it is just waiting. 
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Mr. Craig. In some cases some of them will not. 

Mr. Brownson. It appears to me that this de ‘finition of a strategic 
reserve would give a government Op portunity to cover up an awful 
lot of idle machinery unless your end-use check was very effective. 

Mr. Cra. This would have to be worked out from time to time 
by inspection but it is a legitimate c ategory. 

Mr. Brownson. I think it is legitimate but I also think it can 
cover up a multitude of sins. 

Mr. Mcurpuy. Our understanding with the British is that they must 
have our agreement as to what they label for strategic reserve or what 
they move into or out of it as far as these machines are concerned. 

Mr. Meaper. Mr. Murphy, there are 6,000 machine tools involved 
in this $112 million? 

Mr. Mureuy. Approximately, sir. 

Mr. Meaper. I understand it was under your authority that the end- 
use check was made in June of 1953 4 

Mr. Murruy. That is correct. 

Mr. Mraper. Apparently a check of 1,000 or one-sixth of those 
tools carrying a value of $22 million etter that many of the tools 
were idle. How many? What is “many”? 

Mr. Murruy. The latest information we have, sir, indicates that 
approximately 250 of the machines are under question at the moment 
and/or have been in recent months. 

Mr. Meaper. I am talking about in June of 1953, a year ago. 

Mr. Murpnuy. We have been working with the British and trying 
to categorize and establish the exact situation with respect to the 
whole machinery order for just about a year now to be sure that we 
get a clear picture of what the situation is on the machines. 

As I say, this information which I have now which is of very 
recent date indicates that the actual problem now has centered on 
250 machines. 

Mr. Mraper. In a year they could put quite a few of them to use, 
especially if you were chec king it carefully. 

How many were idle in June of 1953 when the check was made? 

Mr. Murrny. The initial check from the controller, as I recall 
it, indicated at that time it was between 450 and 500 that were under 
question. 

Mr. Mraprer. Does that mean 450 or 500 out of 1,000 that they 
actually checked ? 

Mr. Prev. The four or five hundred was in the third e ategory, Mr. 
Congressman. 

Mr. Meaper. In which category ? 

Mr. Prev. In the third category of those that were not required in 
the defense program. 

Mr. Meraper. There were 6,000 machine tools altogether. Your 
check involved only 1,000 or one-sixth of them. Now, it is said that 
many of the tools were idle. How many of the 1,000 were idle? 

Mr. Prev. We do not have specific figures but perhaps I could ex 
plain it in this fashion—when the controller re ported on the 1,000 sande 
in May-June, I think it is quite obvious that he did not check the 1,000 
atone time. He made several inspections. At this point, our function 
requires that we report. these facts to the program peop le or those 
responsible for programing. As the controller made his reports, in the 
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United States mission, he informed Mr. A. J. M. Baker, the industrial 
specialist in the London mission, concerning his findings. He also, 
through Mr. Baker, informed the military elements called MAAG— 
Military Assistance Advisory Group, and, of course, the mission chief, 
too. 

Mr. Baker, with the facts given to him by the controller, then talked 
with the Ministry of Supply which was the coordinating point in the 
British Government, and at that point, as you might see from the 
paper, we asked the Ministry of Supply to supply specific informa- 
tion as to the use of the total number of tools. 

At this point, I should like to put a footnote because while the tools 
originally were 6,000 in number, when the slowdown occurred in the 
NATO goals, the British made every possible effort to cut back the 
number of tools on order in the United States and where there were 
custom-made items could not be canceled because the tools were for a 
specific purpose in the British industry, they were finished and deliv- 
ered because liquidated damages would have been extremely high. 

When the controller informed the mission, and particularly the 
a specialist, Mr. Baker, the information also was available to 
us in Washington and on our part we carried out our function again of 
iadianions the Industrial Division where the responsibility lay for pro 
graming the tools. And on the Washington side the other Mr. Baker, 
Mr. Charles Baker, began to work with our people to determine the 
scope of the —— 

Meraper. I don’t want to interrupt vou but I was trying to find 

out how manv of these tools were idle. You have been giving me a 

long story about somebody talking to somebody. Can’t you give me 

estim ite of how many of these tools were not being used for the pur- 
pose for which they orig) inally were intended ¢ 

Mr. Prev. The only information we have is that after the 3 cate- 
worries, information abo t tl > ategories Was subm tted, there were 
approximately 5,000, as I remember, in the first, and a number in the 

ond ind L540 to 5OO 1k the third category. The third category was 

e one where the machines could not be used in the defense effort and 
vere of particular concern. 


In the other categories, it was our understanding through the } ro- 
Coram peo} le. that these tools would be used as soon as the factor! 
ver able to absorb them. 

Mr. Murpny. So the answer, sir, is that the 400 to 500 is out of 


the total machines. not out of the 1.000 checked. 

Mr. Brownson. The information the staff has prepared on this 
thing is that approximately 700 tools, worth in the neighborhood of 
$10 million, were idle in this program, in the last category ; that is, 
those not required in the defense program. And in all the categories 
put together, including the strategic stockpile and those required for 
present and anticipated defense production, there were about $12 
million worth of tools idle. 

We are getting this out of your report rae A letter written to 
Mr. Fred L. Preu, Director, Audit cre by Mr. John A. Shute, 
Chief of the Price Branch on November 15, 1953, page 8, paragraph 
(B): 
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NONUTILIZED MACHINE TOOLS 


The FOA mission to the United Kingdom has brought to our attention that of an 
estimated 6,100 United States machine tools financed—5,000 are now allocated 
or used for defense production, 200 to 400 are assigned to an inventory reserve, 
and 700 to 900 are surplus to presently known defense requirements. 

The mission was requested to obtain from the British Ministry of Supply by 
November 15 an inventory of machine tools in the above second and third cate- 
gories plus those in the first category not allocated. * * * 

Those categories: (a) those required for present and anticipated 
defense production ; (6) those for strategic stockpile—which, paren- 
thetically, would seem to overlap quite a bit with anticipated defense 
production; and then (c), those not required in the defense program. 

Mr. Mraper. I think that is the information I wanted. Mr. Preu, 
is that correct? Do you confirm what the chairman has read from 
your documents ? 

Mr. Prev. That was the estimate made at that time, Mr. Meader. 
That is correct. It later has been reduced to the 250 which Mr. 
Murphy mentioned but this was an estimate and the figures were gone 
into thoroughly at that time, after that report was received. 

Mr. Meaper. Now, Mr. Craig, in the light of this information, | 
would like to ask your judgment on whether or not this controversy, 
when the program was originally approved, was decided correctly ¢ 

Mr. Craia. If there are only 250 machine tools that are idle at this 
stage, remember some of them have only been delivered in the last 
few months—this would be well within what all of the experts thought 
was the reserve by which their estimates would miss. Our mission, for 
instance, estimated that 350 was their best estimate of what they would 
come to. 

Mr. Meaper. When everybody was competing for these machine 
tools, when you had to get priorities for them are you telling the com- 
mittee that you were’ pe erfectly willing when you originally “approved 
this United Kingdom request to let them have 700 or so tools just lying 
around when they were being denied to other people that wanted to 
use them? 

Mr. Craic. This is hardly the way to put it, but we were perfectly 
willing to accept the experts’ judgment that in looking forward to a 
program of this kind, where sometimes you have a Hunter-Hawker 
plane in the front, and 2 years later when your machine tool comes 
through, a boring mill or whatever it is, it is no longer a Hunter- 
Hawker but it is a Hurricane or it is something else—you know the 
kind of thing that goes on—if it is possible for people to estimate in 
advance within about 350 tools was the number I recall, we would be 
doing extremely well. But, of course, some things that happened in 
addition during a period, the stretchout came and there were a good 
many changes. So, we were quite surprised that we came even within 
this number. 

Mr. Brownson. At this point you talk about that stretchout. What 
action did FOA take when it learned of this stretchout? Did you do 
anything about reducing the number of machines that were going to 
be delivered ? 

Mr. Cratc. FOA has from time to time worked with the British, 
both through its mission overseas and here, as indicated earlier, to try 
to find a way to change from time to time, the machines which were 
being ordered here. 
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Mr. Brownson. Change the time or quantity ? 

Mr. Craic. There have been negotiations gone on to change the 
type because there was a shift, attempts to take them out of the line, 
W here possible. 

Mr. Brownson. If you are going to have a stretchout, obviously you 
don’t need as much productive capacity. 

Mr. Crarc. That is correct. 

Mr. Brownson. Did you cut productive capacity after you learned 
of the stretchout ? 

Mr. Craic. It would be necessary for me to look back but my recol 
lection is that there have been a very substantial number of tools in the 
original total British program which have been eliminated since the 
stretchout and the amount I would not know but I think approxi- 
mately $20 or $25 million. 

Mr. Brownson. $20 or $25 million / 

Mr. Craic. It could be verified. 

Mr. Brownson. The British did notify you promptly of the stretch- 
out ¢ 

Mr. Craic. We were part of that negotiation. It wasa joint NATO 
endeavor. 

Mr. Brownson. But we are still delivering machines. 

Mr. Craie. To the best of my knowledge, there is only a matter of 
a few hundred thousand dollars, at most, still to be delivered. I think 
it is practically complete and the machines have changed from time to 
time, of course. 

\ir. Brownson. Mr. Williams? 

Mr. Witirams. Are we clear on just where the decision was made 
on this project request? Was that made in the agency or farther up 
the line? Where was the decision made to approve this reiiest | d 

Mr. Craig. It is very difficult to determine where a decision was 
made because there are different kinds of decisions but the decision 
with respect to whether the $112 million would be used for machine 
tools as a general category is concerned, was made in the joint com- 
mittee which dealt with the MDAP program. 

Mr. Witutams. What joint committee ? 

Mr. Craie. Joint State-Defense, MSA committee, the MAAG com- 
mittee as I recall it was called. 

Mr. Mcurpny. It was interdepartmental committee. If you recall, 
sir, it was during the time right after the mutual defense assistance 
program started and the funds from that program were used to finance 
these machine tools and that started out being run by the State De- 
partment in the fall of 1949 and through until the end of the calendar 
year 1951, I believe. The MDAP program was under the direction of 
the ieculaes of State and to implement a program of this type he 
had an interdepartmental committee which reviewed this type of pro- 
gram and approved them or disapproved them. 

Mr. Witttams. FOA or its predecessor had representation on this 
joint committee? 

Mr. Murrny. That is correct. 

Mr. Wiiu1ams. What was the opinion of the representative of FOA 
or its predecessor on this project? Was it favorable or not? 

Mr. Mcrrny. They were favorable, sir, on the project because for 
most of those projects, you had to have un: inimity in this committee 
before they would be undertaken. 








FOREIGN OPERATIONS ADMINISTRATION END-USE CONTROL S|] 


Mr. Wituiams. The final check shows 250 machines idle; is that 
correct ¢ 

Mr. Craig. At the present time. 

Mr. Wuaiams. What is the dollar value of those ? 

Mr. Craig. $20,000 is a pretty good figure for a machine, so that 
would be $5 million. We do not have the value so we are just 
guessing. 

Mr. WituiaMs. In the light of changed circumstances there we had 
cancellations on orders and do you have the dollar value of cancella 
tions in response to changed knowledge ? 

Mr. Craig. I do not have. We could get an estimate of that. We 
would have to get it. 

Mr. Wituiams. From the British. Is there any chance 

Mr. Mureny. It is just possible that I might be able to construct 
something if you want me to take the time to examine some of these 
reports, but it would be more accurate if we asked for the informa- 
tion directly from London and supplied it to the committee. 

Mr. Wituiams. We have these three categories that the machines 
were put into in our exhibit 9 that you have seen. Where do the 250 
fit in that? Is that overall for (a), (b), and (c), or is that only 
in one of the categories ? 

Mr. Murpnuy. All in category (c), sir. 

Mr. Brownson. You mean that there are no idle machines in cate- 
gory (a) and (b)? In (b) there must be. 

Mr. Craig. They have to be idle if they are in the strategic reserve. 

Mr. Brownson. That bothers me because it looks to me that strate- 
gic reserve is to an engineer what a cemetery is to a doctor; that is, the 
place to bury the miscalculations he makes. 

Mr. Craig. This is possible. I would like to persuade you that 
there is a great deal of attention given to strategic reserve in machine 
tools. You may know what happens to the machine-tool industry. 
It will produce $300 million per year during the low part of the pe- 
riod between wars. And at the beginning, the first 2 years when 
there is a build-up for a war, they go to a billion dollars, a billion and 
three and thenonup. Now, it is not until that $1,300 million machine 
tools begins to come out in a year that it is possible to turn out the 
tanks and guns and the aircraft. So, one has to make some provi- 
sion within his means for these tools. It is still true that somebody 
may hide some idle machines in there and they have to be watched 
but it isn’t true 

Mr. Mraper. Isn't the time to build up the strategic reserves when 
the industry is down to a $300 million level rather than trying to build 
up reserves when there is a terrific demand for machine tools? 

Mr. Craic. I certainly think so, if it is possible. 

Mr. Brownson. The one other question that I wanted to clarify 
was on your summary to which we have referred, the communica- 
tion from Mr. Shute to Mr. Preu, dated November 15, 1953, page 8, 
subheaded, B, Nonutilized Machine Tools. 

It says: 





The FOA mission to the United Kingdom has brought to our attention that of 
an estimated 6,100 United States machine tools financed, 5,000 are now allocated 
or used, * * * 
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Some of those machines that are allocated could be unused ; couldn’t 
they? Was that intended just to cover the machines that had arrived 
very recently or what was the meaning of the term “allocation” ¢ 

Mr. Murry. That meant allocated by the Ministry of Supply in 
the United Kingdom, sir. It is entirely possible, though—I do not 
want to mislead you—it is entirely possible that the allocation may 
have been to a strategic reserve in which case the machine might have 
been idle. 

Mr. Mraper. Or it may have been allocated to a factory and still not 
put in use ¢ 

Mr. Murrny. That is also possible, that is the kind that we are 
putting in category (c) as not necessary for defense production. 

Mr. Brownson. Could you get the best estimate from your Con- 
troller in the United Kingdom, on the basis of his last end-use check, 
(a) the number of these machines that are in actual productive use, not 
including the strategic reserve, and (/) the estimate of the percentage 
of the potential of these machines which is being used. In other 
words, if you have got a machine that will produce “10,000 parts a day 
and the industry in which the machine is sitting can only use 10,000 
a week, that machine is probably running only to : a sixth of its ¢ apacity. 
It seems to me that is a factor. 

On the basis of his latest end-use checks, I would like to know how 
much of that information he can supply without making another end- 
use check because our main interest here is to find out what kind of 
information he is calculating in these end-use checks as they go along. 

(The information furnished by the Foreign Operations Adminis- 
tration follows as exhibit 15:) 


EXxHrslt 15 


FOREIGN OPERATIONS ADMINISTRATION, 
Washington, D. C., July 29, 1954. 
Mr. MAuRIceE MOUNTAIN, 
House Committee on Government Operations, 
Subcommittee on International Operations, Washington, D. C. 

Dear Maurice: I am attaching information regarding the United Kingdom 
machine-tool program which was asked for by the subcommittee during its 
hearings on Foreign Operations Administration’s end use control. 

Sincerely, 
CHARLES T. LiLoyp, 
issistant to the Deputy to the Director. 


Your committee has asked that it be furnished information with respect to 
the use of machine tools in the U. K. program as follows: 

(a) Number of category A machine tools in productive use. 

(b) Percentage comparison of the present output of the machines related to 
their potential full capacity. 

(c) Number of machine tools in category B at present. 

With respect to (a) above contract completions, terminations, revisions, and 
cancellations cause the need for the tools in any one plant for defense produc- 
tion to vary slightly on a day-to-day basis. Transfers between plants requiring 
the tools for new or additional production can cause a number to be idle even 
though they are allocated to and in the process of being integrated into defense 
production. As of July 3, 1953, it was estimated that of the total 5,287 tools 
in category A, there were only 130 not actually in productive defense operation. 

It is extremely difficult to make the percentage comparison requested in 
paragraph (0). Any estimate in this matter can only be a rough one and made 
with reservations. For example, some key tools such as hydromatics and jig 
mills are worked on double shifts or more. On the other hand, tools like plate 
formers, while essential to the functioning of a production line are not used 
continuously and their output consequently is greatly less than their capacity. 
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Production program changes or changes in a particular factory product are 
factors affecting the comparison as is a more economic regrouping of factories 
which could result in a realinement of all the producing tools. Production on 
the increase in some cases assures that the use of the tools will increase in the 
future over what is now their rate. There are further variables introduced by 
such factors as the productive efficiency of the different plants and the skills 
of the operators. An absolute 100-percent realization of potential capacity is 
a seldom realized optimum which makes any real basis of comparison obviously 
speculative. 

The machine tools allocated to U. K. defense production are normally used 
in a 54-hour working week of a single shift of 44 hours plus 10 hours overtime. 
Some are, however, used on a bare single-shift basis while others are on nearly 
a complete two-shift pattern. The general labor availability and distribution 
generally permits the 54-hour pattern to be considered as normal. If this 
normal work pattern is taken as a base the present output can be stated as in 
the range from 75 to 80 percent of potential. If, however, the base must be 
considered as the potential to be derived from a fuil double shift or longer, the 
figure would be of the order of 50 to 60 percent. Actually, as a practical matter, 
it could only be during a war that sufficient labor could be mustered for the 
reaching of the longer workweek base. 

Regarding paragraph (c) above, there are presently 138 machine tools in 
category B. 

Mr. Wuu1AMs. As I recall some earlier testimony, there were opin- 
ions that there would be a certain amount of that failure to match 
the productive capacity of the machine and the economy to absorb 
the product. I think if we have the figures that show the end-use— 
we should, too, have the earlier opinions on what they would expect. 

Mr. Brownson. I agree with you. I don’t expect perfection but 
what I am more interested in here is how much information the end- 
use check has developed rather than the actual application of it to 
this one case because this is only one example of an end-use check. 

Mr. Craic. This will be a difficult one and we will have to put some 
standards in because to determine the use of a machine, we must con- 
sider such questions as: What is its capacity? Will it run on just 
one particular spindle all day long? And so forth. 

Mr. Brownson. You provide the technical know-how and then in- 
terpret what you have told them so we will understand it. 

I think that is all that we have from you, sir. 

Now, I wonder if Mr. William Hingher would step up to the stand, 
please. We would like to talk about a situation concerning hexyl- 
resorcinol pills which is another example of end-use investigation. 

Do you solemnly swear that the testimony you will give before this 
subcommittee will be the truth, the whole truth, and nothing but the 
truth, so help you God ? 

Mr. Hineuer. Yes. 


TESTIMONY OF WILLIAM HINGHER, COMMODITY SPECIALIST, 
OFFICE OF INDUSTRIAL RESOURCES, FOREIGN OPERATIONS 
ADMINISTRATION 


Mr. Brownson. Give your name and position, please. 

Mr. Hinener. William Hingher, commodity specialist. 

Mr. Brownson. Thank you, sir; will you please be seated ? 

I would like to quote from a letter from Mr. John A. Shute, Chief, 
Price Branch, concerning this hexylresorcinol transaction. 

He wrote and I quote: 


We have recently received information indicating that hexylresorcinol pills, 
a vermifuge, purchased by GSA for $389,250 cannot be used because the tough 
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gelatin coating specified was not supplied. Without this coating the pills may 
burn the mucous membrane as they are swallowed. Prior to inspection, Mr. 
Hingher of the FOA Industry Division advised GSA of the utmost importance 
of the coating but this warning was not passed on to the Food and Drug 
Administration which did the inspection on GSA instructions. In a later 
inspection, the Food and Drug found that the coating did not meet the specifica- 
tions Meanwhile, the pills are in Indochina, not usable and probably 
deteriorating. From the terms of the contract, it appears that it may be difficult, 
if not impossible, for GSA or FOA to press a claim against the supplier because 
of the acceptance of the goods upon inspection and the probability that no notice 
of the defect was given to the supplier within the required one year from 
delivery. 

Would you like to discuss that case briefly, Mr. Hingher, as it 
appears to you / 

Mr. Hincuer. There is only one statement there that I do not know 
and that is—I do know that the Food and Drug Administration made 
the inspection. I cannot say whether the warning was passed along 
tothe Food and Drug Administration. 

Mr. Brownson. Are hexylresorcinol pills sold with two different 
types of coverings / 

Mr. Hincuer. No. They always have a strong protective cover so 
that they won’t dissolve until they get into the intestines. 

Mr. Brownson. My feeling is that these are primarily designed to 
kill worms in the intestinal tract. 

Mr. Hineuer. That is right, sir. 

Mr. Brownson. My question there is whether or not the Food and 
Drug Administration would have needed this special warning in 
inspecting these pills or whether there is a possibility that it was a lax 
inspection, if the pills are always made in one form. 

Mr. Hrnener. I am sure that the pharmacologist of the testing 
laboratory here in Washington would know that hexylresorcinol has 
to be properly coated so that the mucous membrane will not be 
burned. 

Mr. Murpny. Mr. Chairman, if I may interject at this point, I would 
like to state for the record that the statement in the memorandum 
from which you are reading to the effect that “this warning was not 
passed on to the Food and Drug Administration” is an error. 

Mr. Brownson. It is an error? 

Mr. Murpny. It is an error. When written, the statement was in 
line with the information available to us. By a recent check, however, 
I was unable to establish in my study of this case evidence to prove 
that GSA did not pass this information on to the Food and Drug 
Administration. 

Mr. Brownson. Do you know definitely, either of you, that the in- 
formation was passed on to the GSA for procurement purposes 4 

Mr. Murrny. My understanding, sir, is that it was passed on im- 
plicitly because the specifications of the United States Pharmacopeia 
for this particular vermifuge include information as to the coating 
and the inspection was supposed to have been made against those 
specifications. 

Mr. Brownson. My understanding is that it was late in 1951 and 
early in 1952 that GSA on behalf of ECA/MSA/FOA, hereinafter 
called the agency, entered into the following two contracts with the 
Retort Pharmaceutical Co., Inc., for the procurement of the hex- 
viresorcinol pills. The first contract was for 1,500,000 vials at a cost 
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of $213,000. The second contract was for 1,500,000 vials at a cost of 
$176,250 with 5 pills per vial. These contracts specified “U. S. P. 
tough gelatin coated,” a specification which was most important since 
without this coating these pills may burn the mucous membrance as 
they are swallowed. 

On February 20, 1952, according to our records, Mr. Hingher of the 
agency wrote GSA that, and I quote, “as the proper coating for these 
tablets is of utmost importance, it is urgently recommended that in 
spection be made by the Food and Drug Administration.” 

GSA had FDA make the inspection but did not advise them of the 
special importance of the coating. That is in our staff summary. 

Mr. Murruy. That was based on this other statement which I just 
testified was in error. 

Mr. Brownson. In fact, we now understand that FDA inspected 
without considering the coating and notified GSA on March 4 and 
April 16 that the product complied with U. S. P. requirements. On 
inquiry by Mr. Hingher, he was notified by FDA of the fact that it 
had not considered the requirements of the “tough gelatin coating.” 

Now, as a matter of fact, it then develops that deliveries of the 
two contracts arrived in Indochina in the summer and fall of 1952 and 
in April and May of 1953 the mission in Indochina requested that 
samples of the delivered pills be tested in Washington. Was that asa 

result of their end-use checks out there ? 

Mr. Mvreny. I would not like to say definitely on that, sir. It was 
a form of end-use check when they went to use an article for the pur- 
pose for which it was ordered and purchased, they discovered it was 
not usable for that purpose. 

Mr. Meaper. How did they find that out, Mr. Murphy? By getting 
burned ? 

Mr. Mureny. The doctors in opening the vials discovered it. 

What I am trying to say here is, I don’t want to claim that the 
controller went in there and inspected those particular vials and 
made the discovery because he might not know anything about the 
requirement of the tough gelatin coating. 

Mr. Brownson. Is there any record as to whether any Indochinese 
or others were seriously injured by taking these pills before this error 
was discovered ? 

Mr. Murrnuy. No, sir; but if that had been the case there certainly 
would be such a record. 

Mr. Brownson. The situation is a little confused over in Indochina 
right now. They might not count that type of thing too seriously, 
but that is the thing that worries me. If this thing had gotten out, and 
unluckily in connection with our aid program we would have admin- 
istered these capsules to our friends over there—certainly not to 
the opposition, that being the case we might have had a very adverse 
effect. 

As a matter of fact, on July 6, 1953, the Food and Drug Admin- 
istration reported that— 
certainly the coating on these tablets does not conform to either the strong or 
flexible requirements of the definition of tough. 
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Being advised of this, the mission in Indochina wrote on August 6, 
1953, and I quote—and this to me is a master of understatement: 

As you know, we have a warehouse full of these hexylresorcinol tablets that 
appear to be deteriorating and may be injurious to the mouths of patients when 
dispensed 

As of April 7, 1954, the mission advised that the entire quantity 
delivered under the first contract is unsatisfactory and that there 
remains 1,073,119 vials on hand; and that the tablets delivered under 
the second contract— 
can be used for adults but must be closely supervised when used for treating 
children, 

Do you know what action has been taken about making any claims 
against the manufacturer or have you checked into the specifications 
to find out whether they were followed properly ¢ 

Mr. Murpuy. Well, sir, with respect to the last part of your ques- 
tion, I think it is quite canatenl that the specifications were not prop- 
erly followed. With respect to the first part of your question, we did 
in September of last year get in touch with GSA in Washington 
and ask what action couk 1 be taken on these contracts because of the 
noncompliance with the contract specifications. 

No action has been taken or had been taken at that time but GSA 
was requested nevertheless to look into the possibilities of remedial 
action in two ways: One, by a closer examination of the contract to 
see if there might be a legal basis for a claim against the company. 
Two, by negotiating with the company to see if they could not be per- 
suaded to correct the situation if there were no legal course open. 
This GSA has promised to do. 

Now, we have talked to GSA again in February of this year, but 
the problem is still at the moment unresolved. 

Mr. Meaper. It has been unresolved for quite a while, hasn’t it, 
Mr. Murphy ? 

Mr. Murprnuy. Yes, sir; it has. It is now approximately 2 years 
since the deliveries began to arrive in Indochina. 

Mr. Brownson. Would you describe'GSA’s efforts as cooperative? 

Mr. Murrny. | wey prefer whoever had the conversation with 
GSA to speak to that. dia not personally handle it. 

Mr. Hincuer. I took it up informally from time to time. They 
always cooperated fully. i. fact, their inspection service went into 
the matter rather fully. But that is just about as far as I could go 
in my capacity. 

Mr. Brownson. My point in this whole thing is that one of the 
values of an end-use check is very obviously to correct mistakes of 
this type. I am anxious to find out the results of this end-use check, 
whether conducted by a member of the controller’s office there or a 
member of the medical staff. They got the information back here to 
Washington and they still have a w: arehouse full of hexylresorcinol 
pills that they cannot use. 

Mr. Wiii1aMs. Mr. Chairman, there is no doubt that the specifica- 
tions called for a hard coating. 

Mr. Murry. Apparently none. I asked that very same question 
in the course of going over this case and I understand that the speci- 
fications of the United States Pharmacopeia specifically require a 
tough gelatin coating. 


FOREIGN OPERATIONS ADMINISTRATION END-USE CONTROL 8&7 


Mr. WituraMs. Certainly the specifications were part of the con- 
tract with the supplier here, I suppose an American company. 

Mr. Mcureny. That is correct. As a layman and not an attorney, 
it would appear to me under the circumstances that legal action 
should be possible against the supplier. 

Mr. Witutams. It seems as though it could follow directly without 
long negotiation. Are negotiations under way with the supplier, 
negotiations looking for an adjustment of this kind? The damages 
that we suffered under this contract, the Government, that is. 

Mr. Murrpny. I would like to have the permission of the committee, 
if it is possib le, to insert in the record a statement, a more comp lete 
statement of the attitude of GSA on his situation and more precise 
information as to exactly where it stands as of today, June 18, includ- 
ing, if I could obtain it, expressions of intent on the part of GSA as 
to the course of action on this particular case. 

: testimony concerning this case is set forth in 





separate hearings. | 

Mr. Meaver. Mr. Murphy, I wonder if you could clear up a mystery 
that bothers me: How the Food and Drug Administration, which is 
supposed to be so careful and so competent, made an inspection of 
these things but did not bother to inspect the coating ? 

Mr. Mureuy. That is a mystery to me also, sir. They were acting 
in effect as the agent of GSA in this case because we requested that 
such arrangements be made and our very purpose, of course, was to 
be sure of care in the examination of the pills and so—— 

Mr. Meaper. Something slipped and it looks to me like Food and 
Drug Administration either took a narrow idea of its inspecting 
responsibilities or was misled somehow as to what kind of inspection 
it was supposed to conduct. 

Mr. Brownson. I wondered how they inspected the inside without 
going through the outside. In order to get the hexylresorcinal out 
they would have to in some measure penetrate the capsule to find out 
that it was of an extremely thin nature. I do not see how you could 
inspect the inside of anything and make the statement you did not 
inspect the outside. 

Mr. Meaper. Wouldn’t you normally expect the Food and Drug 
\dministration to be conscious of the need for the tough capsule ¢ 

Mr. Brownson. I would like to ask unanimous consent that the 
documents referred to by Controller Murphy be inserted in the record 
at this point. I would further like to ask unanimous consent that 
the committee proceed.at another time into a fuller investigation of the 
GSA-FDA aspects of this case. 

There being no objection, the committee staff will proceed on that 
basis for one short hearing, because I am very pleased that FOA dis- 
covered this error, apparently before anything serious happened. 
But the error having been discovered, I am also a little bit disturbed 
about what happened to the GSA procurement and what happened 
to the FDA that it was possible that this error should ever have 
occurred in the first place. 

Mr. Mraper. I wonder if Mr. Murphy could satisfy my curiosity 
as to what happened to the 425,000 vials under the first contract, 
which are not on hand? 

Mr. Murrny. I imagine they have been consumed, Mr. Meader. 
That is my assumption. I think that the key to the statement is this 
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word “deteriorating.” My impression in reading the case, that some 
of the pills were consumed immediately upon arrival, the coating was 
good enough to afford minimum protection. But being out there in 
the Tropics, the coating gradually was deteriorating to the point 
where they were unable to use them at all. 

Mr. Mraper. You mean the hexylresorcinol was working on the 
coating which wasn’t tough enough to withstand it / 

Mr. Hincuer. I think it was the heat that was working on the 
coating. 

(Copies of the procurement authorizations for these puls are set 
forth in the appendix as exhibits 16.4 and 16B.) 

Mr. Brownson. I would very much ap preciate your getting for us 
a copy of your original request to GSA. The staff will also contact 
GSA and find out on what basis this contract was let and if necessary 
I would like to consult with representatives of the firm who filled this 
contract because cert: ainly once one of these end-use checks produces 
something of this nature it should be followed through. 

Are there any other questions of the witness at this time? 

Mr. WiniiaMs. I have no more, Mr. Chairman. 

Mr. Mraper. None. 

Mr. Brownson. The hearing will recess until 2 o’clock this after 
noon when we are cong to look into the price examination operations 
of the controller’s office and hear testimony from Mr. Murphy, Mr. 
Preu. and Mr. John A. Shute, Chief of the Price Examination Branch. 

We will review additional illustrative cases including the case of the 

trucks which were shipped to the Far East, how they were pro 

red, and the prices that were paid for them. together with the condi- 
tions under which they were received. 
Where pon, al 22a p. m., the subcommittee recessed until 2 p.m.) 


AFTERNOON SESSION 


(Whe reupon, at Z: li p. m., the subcommittee reconvened. ) 

Present: Representatives Charles B. Brownson (chairman of 
ubcon unittee) George Meader, Katharine St. George, and Harrison 
\. Williams, Jr. 

bik present: Edward C. Kennelly, counsel. and Maurice Mountain, 
i iff director. 

Mr. Brownson. The meeting will come to order. Will Mr. John A. 

Shute, Price Branch Chief, please take the stand—along with Mr. 
Murphy and Mr. Preu 4 

Llave you been sworn. Mr. Shute / 

Mr. Suutre. No, sir: I have not. 

Mr. Brownson. Do you solemnly swear that the testimony which 
vou will give in this hearing will be the truth, the whole truth, and 
nothing but the truth. so help you (sod ¢ 

Mr. Suvre. I do. 


TESTIMONY OF JOHN A. SHUTE, CHIEF, PRICE BRANCH, OFFICE OF 
THE CONTROLLER, FOREIGN OPERATIONS ADMINISTRATION 


Mr. Brownson. Give your full name to the reporter, please. 
Mr. Suvute. John A. Shute, Chief of the Price Branch in the Audit 
Division of de Office of the Controller. 
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Mr. Brownson. Mr. Shute, it has already been testified that one of 
the integral parts of the system of controls within the Division of 
Audit of the FOA is the Price Examination Branch. Will you dis 
cuss briefly the legal provisions on which this function is based, and 
the manner in which it has been operated ¢ 

Mr. Suute. The primary function we try to carry out is that 
required under what was section 112 (1) of the old ECA Act, as 
amended, which establishes a provision, a limitation on the prices 
that may be paid in transactions financed by the agency. 

In addition, there are provisions which have the force of law, in 
FOA Regulation 1. 

Mr. Brownson. Section 112 (1) of the Mutual Security Act of 
1951, as amended, reads as follows: 

No funds authorized for the purposes of this title shall be used for the pur 
chase in bulk of any commodities at prices higher than the market price pre- 
vailing in the United States at the time of the purchase adjusted for differences 
in the cost of transportation to destil lation, quality, and terms of payment. A 
bulk purchase within the meaning of this subsection does not include the pur- 
chase of raw cotton in bales. 

I should like to ask unanimous consent that section 201.21, subp: *: 
D, entitled “Price Provisions, Foreign Operations, Regulation No. 1, 
effective as of August 1, 1953, be included in the record at this ae 
or at such point as the staff shall determine most feasible. 

Without objection, it is so ordered. 

(Exhibit 17 appears in the appendix. ) 

Mr. Brownson. Mr. Shute, does the Price Branch examine all 
vouchers, to check market prices / 

Mr. Suvutr. No, sir; we do not. 

Mr. Brownson. How far do you go in examining vouchers to 
check market prices ¢ 

Mr. Suute. Well, I can cite some statistics, here, on the extent of 
the price examination, as of March 31, 1954. 

Mr. Brownson. What is the limiting factor that decides how many 
of these items you examine for determination ? 

Mr. Suurr. Well, I would say there are two limitation: one, the 
limit of feasibility; that is, whether it is feasible to examine 100 
percent, all transactions; and, secondly, there is, of course, the 
limitation of staff. 

Mr. Brownson. As of March 31, 1954, can you give us an idea of 
the extent of the vouchers examined, in terms of dollars? 

Mr. Suutrr. Yes, sir. As of March 31, 1954, we had examined $4.7 
billion in transactions. 

Mr. Brownson. That is about 35.2 percent of the total of $13,524, 
898,000, representing the transactions up till that time ¢ 

Mr. Suute. Yes, sir. 

Mr. Brownson. — ending on that date; is that right ? 

Mr. Suute. Yes, si 

Mr. Brownson. eo do you determine which of these vouchers 
will be examined for this sample check ? 

Mr. Suute. Well, there are several factors which are taken into 
account. First of all, an attempt is made to secure coverage across 
the range of commodities and the range of programs by cooperating 
countries. Secondly—and this is not necessarily in the order of their 
importance—secondly, if we find a particular supplier has been in 
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violation, we attempt to examine all the other transactions in which 
this supplier has participated. We try to examine transactions in 
certain areas of industry where, at the time, we believe there may be 
violation. 

We have from time to time concentrated on a particular country, 
because we believed that conditions of procurement in that country 
might be such as to bring about violations. All these factors are 
taken into account. 

Mr. Brownson. You testified that you checked on $4,750 million 
worth of vouchers; is that right ? 

Mr. Suvute. Yes, sir 

Mr. Brownson. Of this $4,750 million worth of vouchers, which 
represented about 35.2 percent of the total vouchers, how much of the 
total was found to be overpriced? That is, how much of the $4,750 
million was found to be overpriced 

Mr. Suute. Well, 1 would put it in this way, sir, that of the $4,750 
million examined, some $904 million were loon to be not in compli- 
ance, for one or more reasons, of which price was the principal reason. 

Mr. ac Nson. What other reasons would be included ? 

Mr. Suurer, For example, the failure of the supplier to report on 
agent’s commission, which we require; the fact that in some instances 
the terms of the procurement authorization were not observed; and 
we consider that quality deficiencies are very important in some com- 
modities—cotton, for example. 

Mr. Brownson. Do you have any idea as to the percentage of these 
vounchers which were found to be in error, that represented pricing 
errors ¢ 

Mr. Suute. I cannot give you the exact figure on that, although we 
do have other statistics which reflect the proportion of price viola- 
tions; and I would refer to the figures we have on refunds requested. 
We have requested approximately $174 million in refunds. 

Mr. Brownson. $174 million in refunds? And do you have the 
total amount of the transactions on which that $174 million refund 
was requested ¢ 

Mr. Suute. Well, it would be the major part of the $900 million in 
transactions found improper in some way. 

Mr. Brownson. In other words, let me be sure that our situation is 
as we think it is, here. Up to March 31, 1954, you had examined $4,750 
million worth of vouchers. This is 35.2 percent of a total of $13,524,- 
898,000 in transactions. In terms of dollar transactions, $904 million 
of these transactions were found to be not in compliance. This would 
represent a total of 19.2 percent of the total transactions analyzed. 

Now, what was the amount of the actual overpricing? $147 million? 

Mr. Suute. Yes, sir. 

Mr. Brownson. $147 million. Now, was this $147 million entirely 
recovered by FOA ? 

Mr. Suute. No, sir; because these are refunds requested, and a very 
large element in it is a suit which the Department of Justice is pres- 
ently pursuing against some of the major oil companies: and that, of 
course, is still in litigation. It has been requested but not refunded. 

Mr. Brownson. Then, of course, some of the refunds may be in 
cases like the hexylresorcinol case, let me say, where another agency 
served as your purchasing agent ? 
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Mr. Suute. That is true: but it would be a very minor quantity. 

Mr. Brownson. Has the Price Branch tiled additional cases for 
which recoveries have not been effected at this time ? 

Mr. Saute. Well, we have, in the sense that our day-to-day opera- 
tions bring forward cases of that sort, which are not refiected in these 
statistics as of March 31: but, as of March 31, this represented all the 
cases of which we were aware. 

Mr. Brownson. In other words, as of March 31, you had $147 mil- 
lion of claims representing overpricing, of which $70 million had been 
recovered; and of which quite a good portion of the unrecovered repre- 
sented claims against various oil companies 

Mr. Suurr. That is true; yes, sir. 

Mr. Mureny. Excuse me, Mr. Chairman. 

Mr. Brownson. Yes. 

Mr. Murrny. I thought I heard you say claims of $147 million; 
is that correct, or did you say it was $174 million? 

Mr. Brownson. $147 is the figure I have, here. 

Mr. Murprry. That is the extent of overpricing, sir; but the claims 
total $174 million; because, under the law, if we detect overpricing 
in a transaction, we do not request the participating country just to 
refund the excess price paid. We request a refund of the total amount 
of money involved in the transaction: so that, while we have re- 
covered only $70 million on the overpricing, we had requested refunds 
to the extent of $174 million. 

Mr. Brownson. Now, in most cases, are these instances of over- 
pricing and evidence of collusion of some type, or is it largely a prob- 
lem of interpretation of pricing formulas / 

Mr. Suure. I would say it was the latter, a question of interpreta- 
tion. 

Mr. Brownson. In cases where overpricing was established, what 
was the average excess of the price over the market price ? 

Mr. Suvurer. In cases where transactions were found to be not in 
compliance, the extent of the excess pricing amounted to 16.2 per 
cent. 

Mr. Brownson,. 16.2 percent? And was the $70 million which you 
recovered, recovered primarily from foreign sources, or from United 
States sources? Do you have a breakdown on that ? 

Mr. Suure. As of March 31, 1954, $60 million in refunds had been 

requested from the participating countries. 

Mr. Brownson. How about the breakdown of the $70 million which 
you recovered? Was that $60 million part of the $70 million which 
had been requested from participating countries ? 

Mr. Suute. Yes, sir. Well, it woul 1 have been almost that. There 
is in this table, apparently, about $3 million that had been requested 
from suppliers, which had been ree eived from suppliers. 

Mr. Brownson. I ask unanimous consent that the table “Trans- 
actions analyzed and overpriced,” referred to, be included in the 
record. Without objection, it is so ordered. 


55281 54 —7 
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(Exhibit 18 follows:) 
ExHIsIT 18 


Transactions analyzed and overpriced—I1st quarter, 1954 


I Extent of overpricing 
Voll vit - = 
‘ rransact analyzed ae ee ad mee 
( odity 2nd found ance a ‘ oe L\mounta Amount as 
F a yZOe not vercent Amount percent of | percent of 
t high-priced 
wi zed |transaction 
I ire 858, 892. 4 $5 0.1 2. ( 
I 1 lubr 
] | } 8 24, 262 21.3 
Coal i +, 2. ( 48.2 5.9 
( i 00. 2 8 
( 4 4172 { 14.8 
PI 41,8 41.2 14.5 
N 82, ON4 8. 2 ' 4 1. 21 14. 22 
I 63, 208 186. 9 3, 88 1.0 19. 42 
M re i « 
tr 1,142 4 21.11 
Lumber OS, OOO. ( 44 1.4 Of 4.70 
Pul | IV, 639. € ( s 1. 84 28. 83 
ol etall | 0, 387 S7. ¢ ( 24 \ 30, YI 
4 ier ] 20, 2 i S. f ) i 7. 96 
Naval stor ) } 4 16.7 
Miscellaneot I 2 s } 3.0 
i t i 4,7 { - IO4 j ] iat S 7 5 », UY ] 24 
Phi i I r t. The ame t letail ial claiz ll be shown when tolerance 
differences are ! lved. 
2 Not computed since overpricing in cotton purchases reflects a combination of excessive prices and quality 
deficic 


Mr. Brownson. Does the Price Branch examine the vouchers for 
goods procured by other United States Government agencies, such as 
the Emergency Procurement Service of the General Services Ad- 
ministration ¢ 

Mr. Suutre. No, sir. 

Mr. brownson. Or the Department of Agriculture ¢ 

Mr. Suute. No, sir. 

Mr. Brownson. I understand there is a General Accounting Office 
ruling on that, isn’t there ¢ 

Mr. Murruy. Not directly on that point, sir, but the theory behind 
this whole price operation, of course, is the one 1 mentioned yesterday. 
The FOA 1s not a procurement agency, at all. That is, most of the 
procurement handled or financed by FOA is actually done through 
commercial channels by the other countries, and the Price Br: inch 
originally was established in recognition of that fact, and the fact that 
the United States taxpayer ought to have some protection against 
these other countries and private importers paying excessive prices. 

That was because the transactions would not be subject to normal 
United States Government law. Now, procurement carried on by 
another Government agency, like the GSA, is, of course, subject to 
United States Government laws governing procurement; and we have 
not found it necessary under the circumstances, or considered it neces- 
sary to examine the prices paid in procurement by other United States 
Government agencies. We do not assume the duty of auditing their 
accounts, at all, or their prices; and we do have reason to be lieve that 
we would be out of order if we attempted it. 
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Mr. Brownson. I understood that the General Accounting Office 
had ruled that any recovery through the examination of Government- 
procured commodities for price violations would not actually repre- 
sent a recovery, since it would only be a paper transaction between the 
two Government agencies. 

Mr. Murrpny. Well, that is correct, if we were to press that. But 
through that process, sir, if we were to get money back from the GSA, 
it would not be a recovery. 

Mr. Brownson. Of course, in the case of the hexylresorcinal sup- 
plies, which were not procured according to standard, it might well 
represent overpricing, since they were not quoted in accordance with 
the specifications. 

It would seem that there should be some ue hinery where DY the 
Government could reclaim some of the money on that type of thing. 

Mr. Murpny. And in the event the GSA had procured the goods, 
and recovered money from the supp lier, then, of course, it would not 
be in the nature of an internal United States bookkeeping transaction ; 
it would be an actual return of the money to the Government account. 

Mr. Brownson. And that consideration should be a controlling 
factor in the operations ot the price control branch of the GSA. 

Mr. Mureny. Yes, sir. 1 think you pointed out correctly that that 
was not necessarily a price violation, because, presumably, we entered 
into those contracts after following the usual laws of competition, 
bidding, and so forth: but if they should recover money, it would 
come back into the pockets of the taxpayers; and I am sure that, as 
a general rule, the GSA does get competitive bidding in undertaking 
its procurement. 

mig Brownson. On the basis that ove rpri ine was found, would 
vou say, it amounted to approximately 17.6 percent 4 

Mr. ‘Snuvure, No, sir: I said that, of the transactions that were not 
found in compliance, the extent of overpricing was 16.2 percent. 

Mr. Brownson. 16.2 percent ¢ Well, on the basis that this 16.2 per 
cent of overpricing was found in this one category of vouchers exam- 
ined by the Price Branch, would it be a fair statement to say that if 
the percentage were projected against the total expenditure of $13.6 
billion, it would indicate a potential total of overpriced goods amount- 
ing to something like $2.5 billion / 

Mr. Murpny. No, sir: for one specific item—I am sure we can 
answer this—one specific item we can refer to is the fact that out of 
the $174 million of total claims that are being made, $104 million is 
connected with these oil suits, and when we discovered the overpricing 
in these oil claims, we proceeded to examine every oil claim; and if 
the oil claims produced $104 million out of $174 million, I think it 
would be illogical to assume that if we audited every other transaction 
we would continue with that percentage. 

Mr. Brownson. Then is it not also true that the very knowledge that 
the United States, through FOA, is making price examinations, has 
a salutary effect on suppliers and participating CreNeE 

Mr. Murrny. Oh, there is no question of that, at all, 

Mr. Brownson. In other words, if they did not know you were mak- 
ing these checks, it is entirely possible that there would be more price 
violations than there are, and the percentages would rise / 

Mr. Mvurreny. Definitely, sir: and there would be less effective use 
of the funds as a result. 
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Mr. Brownsox. How do 
n the Price Examination Branch? Do you feel that you are able to 
check all these matters, up to the point of diminishing return? It is 
obvious that after you go so far, it is going to cost you more to check 
these matters than you are going to save; but do you feel that you have 
i staff adequate to make these checks / 

Mr. Mureny. No, sir: and I hope that through the medium of some 
nternal adjustments within the Office of the Controller we can remedy 
that situation—at least partially, The ‘re is this type of problem to 
work out. The people who do this analyzing are specialists; they are 
not accountants or auditors, in the re a sense of the term. They 
ire specialists, most of them recruited right out of industry; and if 
you get a man who is a specialist on steel, for example, he may not be 
able to do price analysis on pharmaceuticals, but the difficulty is to get 
astaff that can be spread over all commodities; and with the specializa- 
tion that exists in industry, it would mean a very large staff. So there 
isa training problem. 

Now, as you might expe t we have a oreater percentage of analyses 
pel formed in some commodities than in wer asa natural result of 
that kind of specialization. I would | hope hat we can, through rear- 
rangement, somehow, of the staff resources of the office, supplement 
this staff to some extent in the near future. 

Mrs. Sr. Grorcr. Mr. Chairman, I may be out of order, a little, be- 
cause I have not been here throughout the hearing; but I oul like to 
know a little bit more about the oil suits. I think we have taken up a 
major point. I would like to know if that is possible. Tf it has not 
already been gone into at length, what is the actual amount ? 

Mr. Brownson. I am sure Mr. Murphy would be able to answer 
that. 

Mr. Murrny. I can give you a brief description; after which my 
competency ends, and I would turn to Mr. Shute on it. 

Mrs. St. Grorce. I do not want it repeat ted, if everybody else has 
heard it. Still, I would like to know. 

Mr. Murruy. No; I would be glad to explain it. It boils itself 
re n to this, Mrs. Pst. (seorge. The oll companies shipping oil out 
of the Near East have one price they charge their United States af- 
fli ates, and another price they charge their European affiliates. It 
is based on the price per barrel. The price charged their European 
iftiliates has been $1.75; the price charged American affiliates has been 
$1.43, a difference of 32 cents. That is 32 cents per barrel. 

Now, we have made claim for this $104 million, which represents 
that 32 cents for every barrel of oil that has gone into Europe from 
these countries. 

We were financing these barrels of oil, and therefore we believe we 
should have had the benefit of the United States price, which was 
$1.43 a barrel. 

Mr. Brownson. Does it not appear, in view of these facts, that it 
would be profitable for FOA to have maintained a sufficient force to 
examine all the purchases, for the purpose of ascertaining the price? 

Mr. Mureny. Well, that is a debatable question, sir. I might say 
that when you consider that 35 percent of all transactions have been 
analyzed, that is a very good record. It is not customary on a spot 
check, at least, to go that deeply; although in some instances we have 
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actually gotten as high as 75 percent—such as in steel. In cotton, 
which is a very diflicult price problem, we have gotten a 20 percent 
check. This $4.7 billion has been, while it is only 35 percent, a 5-year 
effort. 

Mr. Brownson. What is the present number of people working 
on price examination 4 

Mr. Suure. 18. 

Mr. Murpiry. The number of employees is now 18. If you were 
to try to examine 100 percent of these transactions, and if you were 
to do it on anything like a current basis, it would really be a costly 
operation: and, as you pointed out, we would quickly reach the point 
of diminishing return. I do not think it ever got to the point where 
they thought they had reached the point of diminishing returns. 

Mr. Brownson. It has been testified previously that the price exam- 
inations are not made of vouchers representing the purchase of com- 
modities by other United States Government agencies. Is this to be 
interpreted that no investigations at all have been made concerning 
purchases made by other Government agencies, and that all the com 
modity purchases have been considered satisfactory, as far as the FOA 
is concerned ¢ 

Mr. Murrny. Oh, no, sir. This statement that we did not examine 
vouchers of all other agencies for price is a fact. It should not. be 
taken as an indication that we do not do any investigation whatsoever 
with respect to procurement handled by other agencies. The end-use 
investigation in the field would be handled along the lines I outlined 
to the committee yesterday. 

Mr. Brownson. In other words, many of these investigations 
would start as a result of activity on the part of the mission controller 
relating to various types of United States Government financed 
projects / 

Mr. Murpny. That is correct. 

Mr. Brownson. And then they would be referred to the audit section 
for review ? 

Mr. Murpny. That is right. 

Mr. Brownson. Have you any idea about the dollar value of the 
total of all the transactions handled by the GSA for FOA, on which 
complaints occurred ¢ 

Mr. Murrny. I believe it approximates $1.5 million. 

Mr. Brownson. I have a figure of $1,513,000. 

Mr. Murpny. Yes, I believe that is the correct figure. 

Mr. Brownson. I understand that that is out of a total of GSA 
programs of a little more than $189 million worth of commodities for 
FOA and its predecessor agencies. 

Mr. Murreny. That is correct, sir. 

Mr. Brownson. The pertinent fact is that it is about eight-tenths of 
1 percent of the GSA procurement about which we are talking. Of 
course, if you were to examine this review of GSA purchases, you 
would find some things that also show up on your end-use check. 

Mr. Murpny. That is correct, sir; in other words, complaints of 
unsatisfactory procurement being reported to us from the field. 

Mr. Brownson. Is Mr. Karl Klein here ¢ 

Mr. Murpny. Yes, he is. 

Mr. Brownson. Mr. Klein, be sworn, please. 
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Do you solemnly swear that the testimony which you will give in 
this he: aring will be the truth, the whole truth, and nothing but the 
truth, so help you God? 

Mr. Kuern. I do. 


TESTIMONY OF KARL F. KLEIN, PRICE BRANCH, OFFICE OF THE 
CONTROLLER, FOREIGN OPERATIONS ADMINISTRATION 


Mr. Brownson. Will you give your full name and official position 
to the reporter, please. 

Mr. Kuern. Karl F. Klein, machinery specialist, Price Branch, 
Audit Division, Office of the Controller. 

Mr. Brownson. We are now going to discuss the circumstances of 
the purchase of 50 reconditioned Chevrolet trucks and spare parts 
for the Far East inventory, at a cost of $129,053, in September 1950; 
and the purchase of four International diesel trucks, for Saigon, in 
June 1952, at a cost of $56,257 

Mr. Murphy, do you want to discuss that at some length, or would 
you rather have Mr. Klein testify directly on it? 

Mr. Mureny. I would be glad to outline the circumstances, sir, and 
then call on Mr. Klein, if help is needed, for the answer to a specific 
question. 

Mr. Brownson. It is our understanding on the committee that these 
trucks, to which I have just referred, were found at their destination 
to be unsatisfactory ; that an examination of FOA files revealed that 
an employee of FOA handled the matter, sent a letter, the day after 
signing the purchase request, to the Emergency Procurement Service 
recommending that a Mr. George Hartman was in a position to supply 
these trucks. 

Mr. Hartman and this particular employee in FOA happened to 
be next-door neighbors. I do not mean to make any implication of 
collusion or dishonesty on that basis, at all; but I do understand that 
no bids were asked to supply the trucks. Is that essentially the situa- 
tion as you understand it ? 

Mr. Murrny. I believe so, sir. I first heard about this letter only 
a few days ago, and, as you have outlined it, it is essentially as I under- 
stand it. 

Mr. Brownson. Then I understand further, Mr. Murphy, that Mr. 
Hartman purported to represent a Matheny Motor Co. in Parkers- 
burg, W. Va., the reputed owner of these trucks. wagers He it was 
learned that the trucks actually were the property of Earl Hays, of 
Dallas, Tex. It further developed that Mr. Hays selected the trucks, 
there. The trucks were surplus property of the United States, and 
had been disposed of by the United States at the rate of $75 to $110 per 
truck, while the Emergency Procurement Service repurchased them 
at the price of $1,290 each. 

Is that correct, 7 cording to your record, sir? 

Mr. Murrny. I do not have the details about it. I will ask Mr. 
Klein to help out on it. Is that a case you are familiar with, Mr. 
Klein ? 

Mr. Kier. When we learned about the defective condition of ne 
trucks we started investigating their procurement, and contacted GS 
Subsequently, we referred the case to our own Investigations Division. 
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Mr. Murrny. Were the facts as developed by the chairman sub- 
stantially correct ? 

Mr. Kirrn. I am coming to that. I have no firsthand knowledge 
of the $75 or $110 price. The first report which we have received is 
this, that the trucks were purchased from the Matheny Motor Co. for 
him, from Earl Hays, in Dallas, Tex. Earl Hays in turn, I under- 
stand, had pure hased them from somebody i in Hawaii, and this other 
party in Hawaii, in turn, had acquired them from some Government 
war surplus disposal. The price at which they were sold by the Gov- 
ernment is largely conjecture. 

Mr. Brownson. Do you have any idea of how old these trucks 
were at the time they were purchased by EPS at the cost of $1,290 
each ? 

Mr. Kiren. They had an average age of 9.1 years. 

Mr. Brownson. Had these trucks been reconditioned in any way? 

Mr. Kietn. They were supposed to have been reconditioned. 

Mr. Brownson. What happened when the trucks reached their des- 
tination in the Far East? 

Mr. Kier. Difficulties were experienced with a good many of the 
trucks. 

Mr. Brownson. Could you go into a little detail about the difficulty 
and the number of trucks involved in the difficulties? Do you have 
any form of report from your Far East representative from which 
you could read? I understand that you received complaints from the 
missions at Saigon, Bangkok, and Rangoon. 

Mr. Kuiern. That is correct. 

Mr. Mourrny. That is correct. 

Mr. Brownson. Can you give us some of the information regarding 
the complaints in those locations? 

Mr. Krier. Mr. Chairman, may I read some typical complaints ? 

Mr. Brownson. You may. 

Mr. Kurt. This refers to individual trucks, which are identified 
by serial numbers. 

Door and cabin damaged, body battered in many spots, rail broken—repaired. 

And then, additional service: 


Setting up truck and painting retouches, supplying and setting up radiator 
cap, supplying and setting up two driving mirrors, 

Another case: 

Sonnet and radiator hood, and radiator crushed, right front door out of 
touch, body battered— 
and then “retouches,” and so on— 
cabin instrument board crushed, body battered in many spots, mechanism for 
raising right front window damaged. 

Another ease: 

One mudguard battered, cabin damaged, body and rail crushed. 

Mr. Brownson. Is it possible that the damages you have read thus 
far are comparatively minor, and might have occurred in shipping? 

Mr. Kuetn. There is such a possibility. 

Mr. Brownson. Isn’t it a matter of fact, as I understand from our 
preliminary survey, that most of the transmissions had great difliculty, 
and the brakes were not operable? I am not so concerned about 
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whether the lights and the cranks operate, as Lam with the general con- 
dition of the mechanism. 

Mr. Mcreny. The summary which was prepared for me, Mr. Chair- 
man, said that the three missions you mentioned uniformly denounced 
the poor conditions of the trucks, most of which broke down almost 
immediately upon being put into service, and had to be repaired at 
considerable expense; and it went on to say that, in some instances, 
the spare parts fur nishe d did not even fit the particular model of truck 
ship ped. 

In this connection, Mr. Chairman, I think I might contribute to 
the understanding of the committee on this transaction. You made 
a reference a little while ago to the fact that there had been no com 
petition. These trucks, I understand, were bought in the United 
States at a time when it took more than love and money to buy new 
trucks. In other words, it was at the outbreak of the Korean hostili 
ties, when all new trucks were in demand for the military service; and 
normally, FOA would not recommend the purchase of used equipment, 
with all the hazards that usually attend such a transaction, even in 
normal circumstances. 

An additional factor was that I believe the trucks were going to 
do heavy work in the outlying areas of these countries, and that they 
had to be equipped with 4-wheel drives; and the facilities which were 
to produce 4-wheel drives were fully occupied in supplying the mili- 
tary in Korea, at the time. 

So I wanted to get across the point that in normal practice we do 
not believe in, and do not engage in transactions for the purchase 
of used equipment, which is hazardous by its very nature. 

Mr. Brownson. Of course, I have no qualms about them sending 
over used trucks for jungle use. The thing that bothers me is the 
way that these trucks were procured in the first place. They were 
procured, apparently, so far as we could find, without any kind of 
competitive procedure halite. They were procured through the 
next-door neighbor of the man who was operating on the FOA staff. 

I am concerned about the efficiency of the inspection of the trucks, 
and also about what has been done since. I mean, I could conceive of a 
truck 9 years old having been honestly and capably rehabilitated, 
being shipped into this area and being of great service, in Indochina. 
But what concerns me is that they were going into the Indochinese 
area, many of them, an area which has proven certainly to be very 
important strategically since. 

From the reports that this subcommittee has received, the vast 
majority of these trucks were not capable of being operated when 
they were received, because of nethanaal difficulties; and, in addition, 
the spare parts that were supplied apparently did not fit the models 
which were sent over. 

I understand that the total cost of putting these trucks into oper- 
ating condition was extremely high. In fact, in many cases it was 
higher than the original procurement cost of the truck. 

Mr. Kiein. We have no evidence to that effect. 

Mr. Brownson. You do not have any evidence of how much 
cost ¢ 

Mr. Kern. I mean, no evidence that the repair cost even approxi- 
mated the cost of the trucks. I would say the repair costs may have 
run as much as $200 a vehicle. 
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Mr. BrowNson. As ] understand, this cease has been Investig: ited, 
as far as collusion and bribery are concerned, by another agency of 
the Government, and they have found no basis for criminal legal 
action. But what I would like to know is what action you are t: king, 
through the GSA and the EPS of the GSA, in order to possibly re- 
claim some of the money that was paid for these trucks, and to check 
up to find out who inspected them, and whether they met the re- 
quirements and specifications under which they were bought. 

Mr. Murpuy. Mr. Chairman—— 

(There was discussion off the record at this point.) 

Mr. Brownson. You may supply that information for the record, 
if you can. It will not be printed in the record until the swit may 
have been settled. 

Are there further questions of the witness / 

Mr. Mraper. Was any inquiry made as to just what reconditioning 
these used vehicles had actually received ? 

Mr. Kier. In the course of the subsequent investigation, this infor- 
mation was obtained. 

Mr. Meaper. What reconditioning was done ? 

Mr. Kier. The reconditioning depended upon the condition of the 
particular truck. There is evidence that a relatively small amount 
of reconditioning took place. When the trucks were first inspected 
by GSA inspectors, a list of defects was drawn up, and the contractor 
was required to correct these defects; and this was carried out, and was 
substantiated by a subsequent inspection. 

Mr. Meaper. Now, Mr. Klein, let us see if I understand correctly 
that these trucks were purchased originally from United States Gov 
ernment surplus, at something less than $200 apiece. 

Mr. Kiern. Presumably so. 

Mr. Meaper. Did your investigation at all substantiate that / 

Mr. Mureny. That is hearsay. 

Mr. Meaper. You do not know what they cost originally? They 
were sold for something around $1,200, and presumably some recon 
ditioning had been done to justify that spread, except that, according 
to your investigation, there was not a very extensive reconditioning 
done ? 

Mr. Krier. That would be a fair statement. 

Mr. Meaper. And that afterward, an average of $200 per vehicle 
was required to put them into usable conditioning / 

Mr. Kier. Yes, sir: that is a round figure on my part. I think 
the actual figure could be supplied to your committee. But I would 
like to point out that if we talk about a spre: ad between $200 and 
$1,200, we are speaking of these trucks having gone through several 
hands. In other words, we are not saying that the party from whom 
GSA bought, or even the party back ‘of that party, bought them for 
$200. Imean, if there was such a concern. 

Mr. Meaper. In other words, if there was a suitable offer—— 

Mr. Kuern. I think it should be understood that when the trucks 
were originally sold, they were sold in Hawaii, and were thereafter 
brought back to the United States: and that freight charges on these 
trucks are substantial. 

Mr. Merapt R, And then they were to be shipped back to the Far 
East again. 
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Mr. Brownson. Probably stopping en route at Hawaii. 

Mr. Kier. That is entirely possible. 

Mr. Meaper. The thing that bothers me, Mr. Klein, about your 
testimony, was the impossibility of these very question: ible complaints 
that you referred to. 

Mr. Kier. I was reading those for the record. 

Mr. Brownson. That does not “gee” up with the memorandum 
which I have and the memorandum which is also in the possession 
of Mr. Murphy, which says, as Mr. Murphy quoted : 

After arrival and inspection at destination, complaints by the missions in 

Saigon, Bangkok, and Rangoon were received, uniformly denouncing the poor 
condition of the trucks, most of which broke down almost immediately upon being 
put into service and had to be repaired at considerable expense. 
You were talking about the door handles and the bonnets for an auto- 
mobile, and a few other things like that, which would seem to me not 
to interfere with their operation, although on some occasion when the 
transmission dropped out, it would. 

Mr. Kier. Here is an itemized bill, which reads: 

To overhaul motor, grind valves, overhaul axles, gearboxes, welding damaged 
bodywork, clean out petrol lines, ete. 

Mr. Brownson. How much did that particular bill come to? 

Mr. Kern. So the reports, then, as to the extent to which repairs 
were necessary, and the reports Mr. Murphy referred to, reflect the 
overall picture. 

Mr. Brownson. Would you say that was a bill for repairing one 
truck, the bill that you read ? 

Mr. Kier. Yes. 

Mr. Brownson. How much did that particular bill come to? 

Mr. Kier. Well, the total, here, is expressed in Thailand currency. 
It shows ticals, 4,902. I do not know what the relationship of ticals 
is with United States money. 

Mr. Brownson. How much is it in American money; do you have 
any idea? 

Mr. Murpuy. Well, it may be inserted in the record at this point— 
a conversion to United States dollars at 20 to United States $1 would 
equal about $245. 

Mr. Brownson. Do you have any other cases where there were 
similar sales, or a situation similar tothis? I mean, I do not want the 
record to show that this is an isolated case. 

Mr. Krier. Well, all trucks show signs of oil leakage, and worn 
front and rear oil seals. These seals will require renewing. A memo- 
randum says: 

Recommend that all oil be changed. Batteries have deteriorated. These 
should be renewed. Body is in very corroded condition. The engine block, of 
the vehicle, is cracked and beyond repair. 

Mr. Brownson. I beg your pardon, but some of the language is as 
colorful as some of their wrappers. Some of these bills are rather 
difficult to read, I can assure you. I think some of the totals repre- 
sent the cost of repairs to a sufficient number of trucks to make a fair 
picture. 

will be very helpful, and we can arrive at a fair analysis of the 
condition of the trucks. We will ask that at this point in the record 
you may insert the analysis that will generally represent the general 
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cost and extent of the repairs which are necessary to be made on these 
trucks. 

(The information later furnished by Foreign Operations Adminis- 
tration follows as exhibit 19:) 


Exursit 19 


REPAIRS ON 50 CHEVROLET TRUCKS SHIPPED TO FAR Bast By MATHENY Moror Co., 
PARKERSBURG, W. VA. 


Saigon, Indochina: Twenty-six trucks were received in Saigon. After inspec- 
tion, repairs were made at an average $231 per unit. 

Bangkok, Thailand: Sixteen trucks were received in Bangkok. After inspec- 
tion, repairs were made at an average $239.60 per unit. 

Rangoon, Burma: Eight trucks were received. Information was received 
indicating that the estimated cost for motor overhaul would be $100 per unit. 


Mr. Brownson. Mr. Williams, do you have any questions? 

Mr. WiruiaMs. No. 

Mr. Brownson. Mrs. St. George? 

Mrs. Sr. Grorce. No. 

Mr. Brownson. Do you have any further questions, Mr. Meader? 

Mr. Meaper. No. 

Mr. Brownson. We will now go to the case of the four diesel trac- 
tors. I will ask unanimous consent that the summary of this case 
prepared by Foreign Operations Administration be inserted in the 
record at this point, or at such other point as the staff may designate. 
Without objection, it is so ordered. 

(Exhibit 20 follows:) 


ExHrsit 20 


Purchase of used T. D. 18 International diesel crawler tractors 

P. R. No. 95-740-00-808-2276-12-29-51. P. R. called for new equipment, no 
amendments requested or issued to permit procurement of remanufactured or 
used equipment. 

Purchased by EPS/Washington for Saigon. 

Equipment involved: 4 used T. D. 18 tractors from Birmingham Overseas Associ- 
ates at a cost of $56,257 as of June 30, 1952. Supplier reputedly is represented 
by George Hartman, Jr. who figures in the procurement of 50 used trucks, sup- 
plied by Matheny Company. 

Complaint by mission: TOMUS 610 dated December 15, 1952, from Saigon. Ref. 
GSA contract 16581 four used TD 18 tractors supplied by Birmingham against 
referenced procurement action are definitely unsatisfactory considering con- 
tracted cost and will require extensive repairs at an early date. Steering 
clutch on one tractor inoperable without repair. Hydraulic controls in very 
poor condition. Track rollers badly worn, some flat pins in poor shape gen- 
erally although camouflaged with new and less important grouser plates. All 
tractors upwards of seven years old and probably have completed their eco- 
nomic usefulness. We consider that GSA made very bad buy. Any reasonable 
inspection would have disclosed inadequacies. Suggest that transaction be 
fully investigated. 

ACTION 


Musto 504 dated December 30, 1952 (W. R. Nolan, industry) to mission re- 
questing detailed report. 

Letter by John Shute, January 6, 1953 to R. C. Peer, controller, Saigon request- 
ing full detail. 

Letter, dated February 3, 1953, from Peer to Shute “are assembling full infor- 
mation, detailed report, which, when translated, will forward in near future.” 

Telephone call, Klein to Nolan on February 27, 1953—no reply received agreed 
to follow up by March 10, 1953. 

Cable, Musto 790 April 2, 1953, to mission, urgently requesting detailed-report. 

Report from mission, dated May 21, 1953, received by Machinery & Equipment 
Branch, Industry Division, June 3, 1953, received by Price Branch June 16, 1953. 
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Letter, July 1, 1953, by Edward Kunze, controller to A. J. Walsh, Commissioner, 
LPS, expressing great concern about unsatisfactory hature of this procurement 
and attaching copy of inspection report received from Saigon mission. 

Letter, July 9, 1953, by T. V. Wilder, Acting Commissioner, EPS to Ed. Kungze, 
acknowledging receipt of letter of July 1, 1953. Contents have been referred to 
Inspection Branch, Federal Supply Service. 

Letter, August 18, 1953, A. J. Walsh to Ed. Kunze, attaching inspection report 
dated August 4, 1953, with subsidiary report of Dallas field inspector, dated 
July 17, 1953. Tractors were all painted when inspected, inspector looked for 
broken parts etc. and found none. Report points out difficulties of inspection of 
used equipment and states that the contract did not define the extent of rebuild 
ng that the supplier was expected to perform. 

Letter, Sept. 50, 1953, A. J. Walsh, E. P. S. to Ed. Kunze, FOA, attaching memo 
of Purchase Branch IV, dated Sept. 16, 1953, to Bob Ross, explaining scarcity of, 
new equipment at time of purchase, without DO rating, thus necessitating pur- 
chase of “remanufactured equipment.’ Letters state that Walsh will give 
full report on what steps have been taken with regard to replacement of parts 
as recommended by Inspection Branch 

No further reports have been received from E. P.S 

This case was discussed in a preliminary manner with Mr. Ketcham (Office of 
General Counsel, FOA), after acquainting him with the 50 Chevrolet truck case, 
at which time he expressed a preference to study the truck case first and see it 
to completion before taking on the above case. 

Mr. Brownson. It is my understanding that in this case concern 
ing the purchase of the International diesel crawler tractors, the 
purchase request, No. 95-740—-00-308-2276-12-29-51, called for new 
equipment. It is my understanding that no amendments were re- 
quested or issued, to permit procurement of remanufactured or used 
equipment which was purchased by EPS, Washington, for Saigon. 

This, I understand, involved four used ‘TD-18 tractors from the 
Birmingham Overseas Associates, at a cost of $56.257, as of June 30, 
1952. This supplier is also reputedly represented by (reorge Hart- 
man, Jr., who figured in the procurement of 50 used trucks supplied 
by Matheny Co., and who was the next-door neighbor of one of the 
officials of FOA working on this procurement. 

I understand that in this particular case the mission complained, 
In a communication dated December 15, 1952, from Saigon, said as 
follows: 

Reference GSA contract 16581 four used TD 18 tractors supplied by Birming 
ham against referenced procurement action are definitely unsatisfactory consider 
ing contracted cost and will require extensive repairs at an early date, Steering 
clutch on one tractor inoperable without repair. Hydraulic controls in very 
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poor condition. Track rollers badly worn, some flat pins in poor shape generally 


although camouflaged with new and less important grouser plates. All tractors 
ipward of 7 years old and probably have completed their economic usefulness. 
We consider that GSA made very bad buy Any reasonable inspection would 
have disclosed inadequacies. Suggest that transaction be fully investigated: 


Mr. BRownson. Now, what can you tell us, sir, about this transaction 
nvolving the purchase of these four tractors which apparently should 
have been turned out to pasture instead of being sent to Saigon / 

Mr. Murpry. In December 1952, shortly after the receipt of that 
message that you just read to the Industry Division, MSA requested al 
detailed report from Saigon: that 1s, early in January of 1953, Mr. 
Shute, of the Price Branch, directed a communication of the controller 
In Saigon, requesting full details. 

We were advised in February that year, 1953, by the controller, that 
they were assembling full information in a detailed report, which 
would-be forwarded in the near future: and later in the same month, 
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Mr. Klein got in touch with GSA here in Washington. I beg pardon— 
with Industry Division, in Washington, to find out whether or not 
the report had come in yet ; and it had not. 

On April 2, another cable went out to the mission in Saigon, prod 
ding them for the report which they had promised. The report came 
in, in May, went to the Machinery and E quipment Brane ‘+h in the In- 
dustry Division, and to the Price Branch in the controller's office. 

Later, in July, the then controller is reported to have talked with 
EPS and expressed concern about the unsatisfactory nature of the 
procurement, and submitting an inspection report received from the 
mission in Saigon. A few days later, Mr. Kunze received a letter 
from EPS, ac knowledging Mr. Kunze’s letter, and saying that the 

case had bee n referred to the Inspection Branch of the F ederal Supply 
Service. 

There has been correspondence in the intervening months. At 
the present time, the situation is still unresolved, and our General 
Counsel is examining this case, and he thinks there may be remedial 
action possible in view of the similarity to the 50-truck case. He 
specified he would like to resolve that other one, first, and he may es- 
tablish some course of action that could be used in this particular case, 
also, 

Mr. Brownson. It has been 18 months since that first complaint 
came. 

Mr. Murpny. That is correct, sir. 

Mrs. Sr. Grorce. Mr. Chairman, does anyone know what the cost of 
one of these tractors that were really new would be? 

Mr. Prev. I would say close to $20,000. 

Mrs. Sr. Grorer. These tractors, according to my arithmetic— 
which may be faulty—which were declared by the mission in Saigon 
to be upward of 10 years old, and probably had completed their 
economic usefulness, cost the United States Government $14,082. It 
seems a high price to pay for something which was in no way any 
longer useful, according to the mission's complaint and when we 
consider that the new ones cost $20,000. 

Mr. Krier. May I comment on that ¢ 

Mr. Murpny. Yes. 

Mr. Krein. Immediately following the outbreak of the Korean war, 
used tractors right here in America sold for more money than new 
tractors, just because people could not get new tractors. Just as fol- 
lowing World War II, some people could get more money for their 
used cars than they had paid for them when they were new. 

Mrs. Sr. Grorcr. Even a 7-year-old tractor that had no longer very 
much usefulness, economically speaking. 

Mr. Kern. I am not trying to sanction the $14,000 price. 

Mrs. St. Grorcr. That is high. 

Mr. Krier. It would be high, in my belief. 

Mr. Mraper. Excuse me—if the lady will yield. This was June 30 
1952. 

Mr. Kier. Yes. That condition continued to 1952. Tractors did 
not ease up until, probably—well, when the Korean armistice was 
declared. 

Mr. Brownson. From all the information I have from farm-equip 
ment manufacturers, they are awfully easy right now. 
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Mr. Meaper. A question or two of Mr. Murphy. My first question : 
Mr. Murphy, I listened to the chronology of this matter, and I share 
with the chairman his disturbance over the lapse of time and the 
rather slow progress, if any. Was there anything so complicated 
about finding out what if anything was wrong with these tractors, or 
the vehicles over in Saigon, and doing something about it without all 
this letter writing and telephoning and whatnot ? 

Mr. Murruy. | do not im: gine it was a matter of having a tele- 
phone contact, Mr. Meader. ‘There was a lapse of time. You noticed 
that the request for report went out on the 6th of January, and the 
report did not come in until toward the end of May—actually was 
received—in my area, on the 16th of June. 

I think that, sir, is more of a reflection of the serious understafling 
that exists in Saigon than a reflection of the complicated nature of the 
problem involved. The mission in Saigon is grossly understaffed, 
und we have been unable to get recruits out there. I imagine this 
item was given relatively low priority compared to some other things 
they were doing. ‘That accounts for a good part of the delay. 

Mr. Meaver. Now, I am mystified. ‘On December 15, 1952, they 
started giving you some specific information about some of these 
tractors, and they say that you ought to investigate the transaction ; 
and you turn around and ask them for the detailed report. Now, 
what did you need to know from them? Just the condition of the 
tractors. 

Mr. Mourpny. Yes. 

Mr. Meeper. That is all they could tell you over there; isn’t it? 

Mr. Murruy. Yes. But the message, you see, was a fairly generally 
worded message. It said some of the specific things that were wrong, 
but it did not say whether that was the condition that existed on all 
of the tractors, or just on a couple of them; so we had to have a report 
which identified the tractors and stated specifically what the trouble 
was; that is, to get down to specifics with reference to each tractor, 
before we could undertake to seek any corrective action on them. 

Mr. Brownson. It says, right here: 

The trucks are upward of 7 years old, and probably have completed entirely 
their economic usetulness. 

Mr. Murruy. That is just an opinion, “probably have completed 
their economic usefulness.” I suspect that if you could see the ma- 
chines, there would be a different opinion about whether a 7-year 
truck had completed its usefulness. 

Mr, Brownson. When you got this report of May 24, a which 
you received on June 16, 1953, which was just about a year ago; in 

act, it was a year ago day before yesterday—we might aan a little 
anniversary party- —what did this report have to say ¢ 

Mr. Murpuy. I don’t have a copy of the report. Do you have a 
copy of the May report, Mr. Klein ¢ 

Mr. Kue1n. Yes. 

Mr. Mureny. The report identified the four tractors by serial num- 
ber and motor number, and mentioned that they had been received 
in Saigon on the 2ist of July 1952. 

Mr. Meaprer, When? 

Mr. Murruy. The 21st of July 1952, sir. 
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Mr. Meaper. They surely got there in a hurry, when they were only 
bought on June 30. 

Mr. Murpuy. That is a very fast delivery. 

Mr. Meaver. They got there quicker than the report came back 
here. 

Mr. Murreuy. That iscorrect. It made me wonder what the location 
of the tractors was, in the first instance. It is possible that the tractors 
were out there in that area. 

Mrs. Sr. Grorce. In Hawaii? 

Mr. Murruy. No; I understand that they were in Atlanta, Ga. 
I see the procurement authorization was dated in December 1951. 
That is the authority to purchase; and the payment isn’t made until 
after the items are on their way, you see; so that the payment was 
made in June 1952, and that ties in thoroughly with an arrival date 
of July 1952 

Mr. Brownson: You paid for the tractors before they arrived there? 

Mr. Murpnuy. Yes, sir; that is the customary practice. I have the 
report, here, on the condition of the four tractors. 

Mr. Brownson. How much more detailed is that report than the 
one which was received by cable? 

Mr. Murrpuy. Well, you see, the cable is apparently completely 
quoted in this summary, here; and there are 3 reports, here, on the 
tractors; and the first one, as you can see contains 5 full typewritten 
pages. That is just one of the reports. 

Mr. Meaper. The 5 pages all refer to that 1 tractor? 

Mr. Murrny. No; this is 5 pages on the 4 tractors. There are 
three individual reports, here, made as to the tractors. In other 
words, the opinions of three people are contained in the report; and 
then there is a second one. 

Mr. Brownson. Do these lengthy reports say very much more than 
the cable did, ihe first time ? 

Mr. Murruy. Yes, sir. I can, for example, quote you just at ran- 
dom, here, from one of the reports. It speaks 
of one tractor equipped with motor TDRN No. 1984, links of two caterpillars 
worn down. Leak of oil on final drives—right side. Upper wheels worn off 
on right side. Abnormal wear of caterpillar axles due to friction. 

Mr. Brownson. To whom did these tractors go? That is, what 
were their ultimate destinations? When they were, Pro ‘ured on this 
order, for what were they intended to be used, do you know! 

Mr. Murrey. No, I do not, sir. Do you know, Mr. Klein, what 
they were originally intended to be used for ¢ 

Mr. Kier. No. 

Mr. Murrny. The only thing I can think of, sir, would be road 
construction work. There was a considerable amount of that going 
on out in Indochina at the time, and it is probable that that is what 
they were to be used for. 

Mrs. St. George. Would that construction work have been under 
the United States Government, or under the government of the par- 
ticular country? What I would like to ascertain is whether we were 
giving these four trucks, or tractors, to a foreign government. 

Mr. Murreny. Yes, ma’am. 

Mrs. Sr. Georee. I do not think that helped our relations. 
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Mr. Brownson. We just called the Jnternational Harvester Co., 
1m identally, to find out how much these tractors cost now. They tell 
us they have to check through their group of foreign price lists in 
order to arrive at that answer. 

(The following information was later furnished by FOA:) 

Testimony during the subcommittee’s hearings regarding the purchase and 
shipment of four International crawler tractors to Thailand disclosed that these 
tractors were purchased at a price of $13,563 each, FAS, United States port. The 
tractors were 7 years old at time of purchase and had outlived their economic 
usefulness. Upon their arrival in Thailand it was found that the tractors were 
of no use whatsoever. 

Immediately prior to the purchase of the above used tractors, the International 
Harvester Co. had quoted a price of $15,791.80 per tractor, f. 0. b., factory, 
Chicago, for new tractors. Shipping charges to port would have amounted to 
approximately $3800 more. However, there would have been a waiting period 
before delivery of approximately 150 to 270 days: whereas, the waiting period 
for the delivery of the used tractors was from 60 to 90 days. 

Mr. Wittiams. Mr. Murphy, from the description you have given 
of the di amage to these tractors, it seems to me that the fault was obvi 
ous to a layman. Anybody could look and see that this machinery 
was not right for the job. It seems very obvious to me; doesn’t it to 
you? 

Mr. Murrny. It sounds that way to me, sir. I understand that 
there had been an attempt made to paint over some of these bad spots, 
and the summary report, I think, at least indicates that the inspec 
tion—the report said the tractors were all painted when inspected 
and that the inspector looked for the broken parts, but he found none. 

Mr. Brownson. Where was that ? 

Mr. Murrnuy. That was apparently done here in the United States, 
probably at Dallas, Tex. 

Mr. Brownson. I am in the paint business, and I am very proud 
of what paint can do. We always say, “Save the surface, and you 
save all,” but I still do not think that paint can simulate a worn-out 
wheel on a tractor. That is a quality I have not yet been able to 
ascribe to. 

Mr. Witiiams. The defects turned up over there notwithstanding 
the painting ? 

Mr. Murrpuy. That was an instance. 

Mr. Witiiams. I was trying to get at what was done here in this 
country in the way of inspection before these large piec es of equip- 
ment were sent all the way out. How much of an inspection was 
made here in this country ¢ 

Mr. Murrny. Well, the inspection that was done, of course, would 
have been done by the GSA, and I am really not in a position to say, 
although we do have a copy of an inspection report dated August 4. 
1953. I donot know how a re port of Inspection could be dated August 
+, 1953, if the tractors arrived in Saigon in July 1952 

Mr. Brownson. It seems to me the Price Division might check a 
few more of these papers. 

Mr. Murrny. This was a report, apparently, in response to a com- 
plaint that we had made with GSA; and the letter came in—the letter 
dated August 4—and enclosed the re port dated the 17th of July. 

Mr. Witiams. I wonder if you would agree with me that perhaps 
this investigation n might be tighte ned up if there were better controls 
right here? We have this example. We have the tractors that were 
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discovered to be in very bad shape when they got to Indochina. And 
we have the pills that were found to be faulty. Would it not be far 
less costly perhaps to look more to controls right here in the country 
on some of these items 

Mr. Mcurreuy. In these cases we have talked about, the difficulty, 
in my mind—and I am not a procurement specialist—the difficulty 
seemed to point to areas which could have been caught had there been 
a careful inspection made at the time. Now, that is a conclusion that 
I arrive at just from the decision in these three cases. But I do not 
know whether it would apply generally or not. 

But there is no question of giving decent inspection and procure 
ment when shipping overseas because of the great distances and the 
time involved and the correspondence it dragged out. 

Mr. Witirams. That would not really fall under your section, 
would it ? 

Mr. Murpnuy. No, sir. 

Mr. Witurams. That would be the procurement people, would it not, 
under the present structure ? 

Mr. Brownson. I would like to suggest that in connection with these 
cases we are developing we ask the staff to make more intensive 
Inquiries concerning the hexylresorcinol pill case, the diesel tractors 
Case, and the case of the recondit ioned trucks. 

Now, that is not a direct part of this hearing on the end-use check. 
We are very happy if the end-use check ultimately found these diffi- 
culties, but, by the same token, I believe that that suggests a secret 
that is important, which would include more of the GSA and EPS 
people who made the survey on this. 

I will ask the staff to prepare this information as soon as it can, 
because certainly your end-use check has caught these cases, and your 
life would have been a whole lot h: appier if they had not happened. 
Next, I am disturbed by the fact that these tractors and trucks were 
sold by a next-door neighbor of a Government employee, and that 
they all went to Dallas, Tex., for inspection. 

I know this is under investigation by some other group, but it 
seems to me that when errors arise, such as are pointed out in the 
inspection report on the condition of the tractors, it seems that not 
even a very thorough visual inspection had been given. I would like 
to ask unanimous consent to enter that report in the record. 

Without objection, the report will be entered in the hearing. 

(This information appears as exhibit 21 in the Appendix. ) 

Mrs. Sr. Grorce. Mr, Chairman. 

Mr. Brownson. Mrs. St. George. 

Mrs. Sv. George. Could I ask, Mr. Murphy, do you contemplate 
a change in this inspection setup under your Operation Blueprint 
that you showed us yesterday ? 

Mr. Murruy. Well, this, of course, Mrs. St. George, is not our 
operation. In other words, we ourselves are not in the procurement 
business, and we have no inspection service as such. I will say this: 
That our experience with used equipment, especially in the Far East, 
has led to a policy decision that we simply are not going to procure 
used equipment for the Far East. 

As I said earlier, the old slogan “Caveat emptor” certainly applies 
when you are buying used equipment. We all know that from our 


55291—54- 8 








LOS FOREIGN OPERATIONS ADMINISTRATION END-USE CONTROL 


own experience in the United States, for example, in buying used 
cars, you never know when you are going to get a real “lemon,” and 
you can get a terrific range of opinion between people as to what is 
the condition of a particular piece of used equipment, and it is just 
a very hazardous area. Soasa practical matter now we do not engage 
in the purchase of used equipment. 

Mrs. Sr. Groree. That will make a very big change, this policy. 

Mr. Brownson. I would appreciate it very much if you would 
secure for us the original justification for this equipment, both 
the case of the trucks and in the case of these four tractors. Would 
you give us an idea of the use for which they were intended 2 

Mr. Murrny. | would be glad to do that, sir. 

(The information later furnished by Mr. Murphy is as follows:) 


NEED FOR DO ( (RUCKS IN SOUTHEAST ASIA 
D FOR 


The 50 rgo trucks vy 


rdered primarily for public-health programs being 
rurated 


‘ 
inaug t Asia We were informed by members of the Griffin 

sion that speed in executing the projects was essential if the maximum 
enefits were to be derived. 


rhe programs covered malaria, trachoma, intestinal parasites, and related 


n southeas 


health activities Indochina was given priority in personnel, supplies, and equip- 
nent, as this area seemed to be the place where maximum benefits could be 
derived lo expedite inauguration of the programs, personnel, DDT, sprayers, 
intimalarials, ete., were flown into Saigon 


In a cable from our mission in Saigon under date of October 14, 1950, we 
were informed that health teams were handicapped by insufficient vehicles and 
distribution of relief material; in fact, revised estimates of vehicle require- 
ments were much higher than originally envisioned, as the security situation 
isually required armed convoys to accompany the health teams and the vehicles 
for transporting armed guards frequently had to be provided by the mission. 

Headquarters in Washington reluctantly agreed to the shipment of used trucks, 
due to nonavailability of new equipment; however, a letter was written to GSA 
under date of July 27, 1950, spelling out the severe use to which the trucks 
would be subjected and requested that a thorough inspection be made. We 
further requested an opinion of the inspector whether the trucks would render 
efficient transportation under the severe conditions encountered in the Asiatic 
countries, 

NEED FOR TRACTORS IN INDOCHINA 


The tractors were intended for the Battambang rice development in Cam- 
bodia, for which 4,000 hectares of land were set aside. A total of 1,200 hectares 
already had been developed, and the tractors were programed to accelerate the 
eultivation of the remaining 2,800 hectares, and thereby materially increase rice 
production, 

Mr. Brownson. My interest there, frankly, was to find out whether 
the purchase was of such an emergency nature that they had to be 
procured at a time when things were scarce in the United States, 
with a result that we had to take the secondhand articles, which arrived 
in poor condition; whereas as events developed later, we could have 
probably made shipment of new equipment. It also involves our 
foreign relations with Indochina over there in this particular case, 
because here we are shipping the American aid stuff over there, falling 
apart, on the one side, and it is entirely possible on the other side of 
the fence in Indochina the Russians were supplying equipment which 
makes this look very mediocre. 

Mr. Mureny. Add to that, sir, the fact that the people have to pay 
for these things in their own currency the commensurate value of 
our dollar expenditures, and it is a very serious matter when this 
type of thing happens, and we certainly like to avoid it. 
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Mr. Brownson. Incidentally, it is my understanding that the FOA 
employee who was the next door neighbor to the intermediary in 
both the truck and tractor transactions is no longer with your agency ; 
is that correct ! 

Mr. Murpuy. That is correct, sir. 

Mr. Brownson. I believe he was terminated in the regular r. 1. f. 
program. 

Mr. Murruy. I am not sure of the circumstances, sir, whether he 
left voluntarily or was terminated. I think it was the former. lL 
other words, it is my recollection that he was in the agency sometime 
later than the big reduction in force which took place last August 
and September. 

Mr. Mraper. Well, the point is that these cases or any other similar 
cases had nothing to do with his separation. 

Mr. Mcrrny. That is my understanding, sir, and I think it is 
important for the record. 

Mr. Brownson. Mr. Ikard, do you have any questions ? 

Mr. Ixarp. No questions. 

Mr. Brownson. Mr. Williams, do you have any further questions 

Mr. WiuiaMs. No, 

Mr. Brownson. Mrs. St. George. 

Mrs. Sr. Grorce. No further questions. 

Mr. Brownson. Mr. Meader, do you have any further questions? 

Mr. Meaper. I didn’t quite complete this one, Mr. Chairman, about 
the apparent delay in processing these investigations. It seemed like 
there was not very much result over quite a long period of time. I 
wondered if that is typical of the chronology of your inspections when 
these complaints arise. 

Mr. Murrny. I hesitate to say it was typical, sir. In the first place, 
in the Far East area it is far from typical, because of the distances 
involved, the slowness of communications, and more importantly be- 
cause of our difficulty in recruiting personnel for that area, and I 
would say that a similar situation arising in Europe might be handled 
much quicker than this. So that is one reason why I would hesitate 
to say it is typical. 

This has been a matter of discussion, however, this question of the 
speed with which these transactions have been handled. I have dis 
cussed it with General Riley, who is my immediate superior, and also 
with Governor Stassen, the Director of the agency, and Governor 
Stassen has authorized me to assure the committee that he is going 
to designate specific responsibility for vigorous followup on this type 
of transaction looking toward the resolution of all of the unsatisfac- 
tory procurement or end-use situations that are now pending or which 
come to our attention in the future as rapidly as can be done without 
neglecting current high priority requirements. 

In other words, it seems to me, as it apparently does to you, sir, 
that if there is a weakness in this system, the weakness is after the case 
is caught, and that is the area where we have to give more attention. 

Mr. Meaper. From the point of view of crimins al prosecution—and 
I am not saying that there is a case here for criminal prosecution, but 
if there were—or from the point of view of recovery on a claim by 
the Government against the seller if there is a legal ‘bas sis for such a 
claim, when you have a delay of a year and a he lf in just developing 
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the facts with regard to it, why even if you have a good case it would 
be stale and probab ly not worth prosecuting or suing on after such a 
lapse of time. 

Mr. Murruy. There certainly is a weakness there, sir, and we have 
to give that more attention and see if we can’t bring these cases to a 
point of decision at a quicker rate than we have been able to do here- 
tofore apparently. 

Mr. Meaper. I might follow up with one other question. Mr. Mur- 
phy, can you tell us why whatever investigating might be appropri- 
ately done in this country couldn’t have been initiated immediately in 
December of 1952 when you got this cable from Saigon? You might 
have needed additional oo ation or detailed information about the 
condition of the tractors, but don’t you think there was enough in that 
telegram to have initiated some action here simultaneously with your 
request for a detailed report from Saigon ? 

Mr. Murpny. I am advisea, sir, that a copy of the Saigon report 
was made available to the EPS when it was received to let them know 
that there was difficulty in this transaction so that they might under- 
take whatever action they thought was appropriate under the cireum- 
stances, but the actual specific details of the complaints were not made 
available until the following e July, when they were rece -ived from the 
niISSION. 

Mr. Mraper. Do you know whether or not after that cable was made 
available to the EPS they did anything ¢ 

Mr. Murrenuy. I don’t. 

Do you, Mr. Klein, have any indication of what, if anything, EPS 
miay have done ? 

Mr. Kier. The copy of the cable on this type of thing automatically 
goes to EPS. They are on the list for distribution of incoming cables. 

Mr. Meaprer. My question is after they got it, did they do anything 
about. it ? 

Mr. Murrny. We don’t know. 

Mr. Meaper. Nothing in your files or your investigation would indi- 
cate they did anything except file it ? 

Mr. Murreny. Well, we have nothing, sir. 

Mr. Meaper. The record is just barren on it? 

Mr. Murruy. That is right, except we followed it up in July. 
There is a void there with respect to what might have been done by 
EPS or GSA in that period. We don’t know. There is just a possi- 
bility that our Industry Division may have been in contact during 
that period and I will undertake to see what we can find out from them 
on this case during this 6 months. 

(The Paani Operations Administration letter stated :) 

The Industry Division has no cables, correspondence, or other records of any 
kind to indicate that GSA took any action in this matter during the period stated. 

Mr. Brownson. Mr. Ikard, did you have a question ¢ 

Mr. Ikarp. I have about two questions, if I may, Mr. Chairman. 
Back on the oil we were talking about a few minutes ago, was that oil 


Saudi Arabian oil or Anglo-Iranian oil, or was it from the whole 
Near East area ? 
Mr. Murriuy. There were several companies involved, sir. Mr. 


Shute may be able to answer that better than I could. 
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Mr. Suvure. It was not Anglo-Iranian oil. It was oil from United 
States companies. 

Mr. Ixarp. It was from 5 or 6 companies that deal in the Near East 
products ¢ 

Mr. me reuy. Lraq primarily. 

Mrs. Sr. Grorce. Mr. Chairman, while we are on that subject, I 
noticed, Mr. Murphy, you said there was a differential there in price 
from $1.75, which was what was charged to the European countries 
and $1.43 that was charged to the U nited States, and that you had 
taken steps or that steps had been taken, m: aybe not by you, to recover 
that differential, because the United States was paying for this oil. 

Now, I don’t know whether you know, but what was happening to 
that differential of 32 cents before something was done about it. 
Where did it go? 

Mr. Murruy. It was paid to the oil companies. 

Mrs. Sr. Grorce. In other words, they were making 32 cents over 
and above what they were entitled to, but it was going straight to them. 
You have no reason to believe it was diverted. 

Mr. Murpnuy. It is our contention. In fairness on the record, I 
think I should indicate that the oil companies contend quite the 
opposite. They are contending that since the end user was in Europe 
that the European price shoul | prevail, and they have not in any way 
admitted our case is right. 

Mrs. Svr. GEORGE. This question has not yet been settled. 

Mr. Mcurrny. It is in the courts, Mrs. St. George. 

Mr. Ikarp. Actually, $1.75 is considerably below our domestic price ; 
isn’t it / 

Mr. Murrny. It sounded low to me. 

Mr. Ikarp. It is about 75 cents to a dollar below it. 

Mr. Brownson. We will now go into the Voucher Examination 
Branch. I would like to ask Mr. David B. Harrison to come up. Is 
he here? 

Mr. Murreuy. Mr. Chairman, we let him go this afternoon, but I 
think Mr. Preu and I can probably give you whatever it is you would 
like to know about the Voucher Examination Braneh, and if there is 
something missing we will certainly supply it for you. 

Mr. Brownson. That will be fine. 

At this point I would like to L0 otf the record fo just a minute. 

(Discussion off the record.) 

Mr. Brownson. Now, proceed on the record, 

Mr. Murphy, it has been testified earlier that one of the integral 
branches within the Division of Audits is the Voucher Examination 
Branch. Would you explain briefly the functions of this branch, Mr. 
Murphy ¢ 

Mr. Murreny. Yes, Mr. Chairman. 

That is the Branch which audits claims for reimbursement received 
by FOA from other countries for transactions which they financed 
from their own resources on the commitment of FOA to pay them 
at a later date; which postaudits payments that are made by banks 
to suppliers under letters of commitment and letters of credit issued 
by FOA pursuant to requests of participating countries; which audits 
and certifies for payment all of the vouchers concerned with the admin- 
istration of FO.A—travel and payroll vouchers, utility vouchers, and 
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ihe like, and which examines the documentation underlving those 
claims in an effort to be sure that when we pay out funds, the purpose 
for which they are being paid is sound and the prices are right and the 
contract terms are observed and so forth. 

Mr. Brownson. It is in this Branch, isn’t it, that detection is made 
of irregularities involving the purchase of ineligible items, foreign 
agents’ commissions, breaches of contract, delivery schedules, and 
faulty procurement authorizations ? 

Mr. Murrny. Yes, sir, it is. 

Mr. Brownson. In other words, this is insurance that the commodi- 
ties and services for which vouchers have been submitted are within 
theh terms of the procurement authority and that the goods have been 
purchased or delivered within the dates specified on the procurement 
authorization ¢ 

Mr. Murrny. That is correct, sir. 

Mr. Brownson. Does this Branch audit all vouchers submitted for 
payment for FOA-financed goods and services ¢ 

Mr. Murpnuy. No, sir, it doesn’t audit all vouchers. It works on a 
selective basis, at the present time, and these percentages fluctuate 
according to our experience. At the present time we are auditing 10 
percent of letter of commitment vouchers and 20 percent of reimburse- 
ment vouchers. 

Mr. Brownson. Until February of this year, though, you did com- 
plete 100 percent postaudit of vouchers paid by banks on letters of 
commitment and preaudit vouchers for direct reimbursement to par- 
ticipating countries? 

Mr. Murrpny. Yes, sir. 

Mr. Brownson. How are the vouchers to be uudited determined at 
the present time? 

Mr. Murrny. Well, again, this is one of those variables. The super- 
visors select the vouchers for audit based on experience either with 
particular suppliers or commodities or experience with particular 
countries. Claims coming in from countries new in the program, for 
example, are given considerably more attention than claims coming 
from countries which have been in the program a number of years and 
who know all of the rules and regulations and have had experience 
with the exceptions that we take. It is a matter of judgment, sir, 
exercised by the supervisors in the unit. 

Mr. Brownson. Well, what was it that necessitated the present 
partial coverage as compared with the complete coverage or thorough 
coverage prior to February 1954? 

Mr. Murrny. Well, the basic reason for that, sir, was that we simply 
didn’t have enough personnel to continue to audit every individual 
voucher. 

Mr. Brownson. As I understand it, your staff used to consist of 
103 persons, and since February it has been reduced to its present level 
of about 62 persons; is that right ? 

Mr. Murrpny. Yes. 

Mr. Brownson. I understand that of the 62 persons, about 10 are 
presently engaged in the examination of audits, while prior thereto 
60 of the 108 had been so employed; is that right ? 

Mr. Prev. Mr. Chairman, when you say audits, we have several 
types—the commodity, the administrative, and the contracts. I do 
not have the breakdown figures of the sections. 
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Mr. Brownson. Contract audits are what I was referring to. 

Mr. Prev. I think that is correct, sir. 

Mr. Brownson. Do you have a record in terms of dollars of the 
recoveries that have been effected by this Branch through the exami- 
nation of these vouchers? 

Mr. Murpuy. Yes, sir; we do. The total is $257 million—that is, 
recoveries that have been attributed to the Voucher Examination 
Branch. That figure is in addition to the $70 million figure previously 
referred to for the Price Branch, Mr. Chairman. 

Mr. Brownson. It has been testified that one of the categories of 
detection by this Branch is ineligible items—-that is, commodities 
which are not considered to be within the me: aning of the terms of the 
MSA Act. It might be interesting to include in the record at this 
point some of those items for which the FOA has recently rejected 
payment because they were ineligible items under the act. 

Mr. Murrny. I will be glad to, sir. I have here a list of items 
rejected for ineligibility during the first 3 months of this calendar year, 
consisting of about 30 items, and if that would be satisfactory, I will 
give it to the reporter. 

Mr. Brownson. Is that the same list that was supplied to us pre- 
viously, the one that starts out with “glass-blowing machine” ? 

Mr. Murpny. Yes, sir. 

Mr. Brownson (reading) : 

Auto radios, tape recorders, air-conditioners, auto heaters, auto radios, hair 
clippers, liquid bright gold, cleaning compounds, snowmobile, window unit air- 
conditioners, home freezers, gold bronsing liquid, enamel lacquers for auto, pig- 
ments for lipstick, polarizing foil for 3—D viewers, clocks for radios, cigarette 
lighters, pencil sharpeners, Hush-a-phones, Viewmasters, fountain pens, electric 
household fans, stereoscopes. 

Mr. Murpnuy. That is correct, sir. 

Mr. Brownson. I would like to take up very briefly in concluding 
the hearing tonight the subject of counterpart controls. Is Mr. Roth- 
stein here ¢ 

Mr. Murreny. No, sir. Mr. Rothstein has been on vacation, and he 
wasn’t available. 

Mr. Brownson. Are you willing to testify as to this subject, Mr. 
Murphy ? 

Mr. Murrnuy. Yes, sir; I am. 

Mr. Brownson. It is understood that participating countries de- 
posit counterpart funds in their own respective local currencies to 
match their dollar imports financed by FOA. Does the controller’s 
office make end-use investigations of the release of those funds by the 
participating countries ? 

Mr. Murrny. Yes, sir; it does. 

Mr. Brownson. Will you discuss that a little further, please? 

Mr. Moureny. Well, the counterpart, as you say, sir; is deposited by 
the countries in special bank accounts when the countries are notified 
by our mission controllers that the FOA Washington Controller’s 
Office has made payments for commodities to be shipped to that coun- 
try. As you probably also recall, sir; part of those deposits is ear- 
marked for the use of the United States Government and the remain- 
ing portion is for use on projects which are agreed to between the 
country and the United States, and which are to be beneficial to the 
economy of the country concerned. 
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| have a report here on the deposits as of December 31, 1953, sir, for 
Europe, which indicates that the total value in terms of United States 
dollar equivalent of the deposits through that date in Europe were 
$11.237 million available for use within the countries, and of which 
$10,302 million had been approved for withdrawal by the countries 
for the financing ot projects which had been mutually agreed upon, as 
[ indicated. 

I have similar information for the Far East, indicating that deposits 
cumulative through December 31, 1953, again stated in terms of United 
States dollar equivalents amounted to $288 million, of which $8,300,000 
was transferred for United States use and the balance of $280 million 
was available for country use. Of this $215 million has been with- 
drawn, again for the financing of these projects which have been agreed 
upon, and the balance not withdrawn is $65 million. 

Mr. Brownson. What is the purpose ot your investigations of these 
counterpart accounts ¢ 

Mr. Mureny. Well, the investigation of counterpart accounts, sir, 
is much more of an orthodox type audit. Our purpose, basically, is 
to see to it that the local currency is spent by the country on the 
projects which we have agreed would be desirable and that it has 
been spent effectively and economically, to the best of our ability to 
determine that. 

Mr. Brownson. What would you say is the result of these investi- 
gations to date? 

Mr. Murruy. This, sir. I must confess is one of the areas where our 
reporting system is weakest. As a practical matter, at this point 
we have made audits, and we know what the cumulative value of the 
money involved in the audits were, the $2.8 billion worth of these 
counterpart expenditures. 

Unfortunately, however, the reporting system that has been in 
effect has not been such as to make it susceptible to rapid accumulation 
of the data on a standard form in Washington, and as a result, while 
we know the total value of the projects audited, we do not have and we 
can’t give you any simple statement as to what the results are. 

This happens to be one of the areas in which we are intending to 
attempt to strenothen and simplify the reporting system so that we 
can get some indication of results stated in more or less standard 
terms by the various missions that would be susceptible to recapitula- 
tion and of a judgment for the world over. 

Mr. Brownson. Do you have any questions, Mr. Williams? 

Mr. WirtiaMs. I have none, sir. 

Mr. Brownson. What happens if in the course of this investigation 
you find an improper use, a use of counterpart funds for a project 
not previously agreed upon between the using nation and the United 
States Government ¢ 

Mr. Murrny. Well, I can give you a typical case, sir, of a particular 
country. I won’t mention it by name on the public record. That 
just happened recently, where we had agreed to a project involving 
the use of local currency to be used for the construction of vessels, 
particular type vessels that were needed. The project agreement 
which we reached with the country stipulated limits on the size and 
the speed of these vessels to be constructed. On investigation we 
found that the vessels actually being constructed did not conform 
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with those criteria, and we got a refund of the counterpart involved, 
and had them put it back in the account, and they therefore had to use 
their own resources for the project rather than the resources that 
were available through the medium of this account. 

Mr. Brownson. Are there any other questions ¢ 

Do you have any questions, Mr. Kennelly / 

Mr. Kenneuiy. No, sir. 

Mr. Brownson. Thank you very much, General Riley, Mr. Murphy, 
Mr. Preu, Mr. Shute, and the others from the agency, whose testi- 
mony has made this a very successful hearing, in the opinion of the 
committee. 

There remains only one other matter to be discussed, and that is the 
two individual cases which the committee will hear starting at 10 
o'clock on Wednesday morning. In the interests of conserving the 
personnel of the agency, which I know is extremely busy right now 
with the load that ‘they have, I would suggest, General Riley, that if 
we could have either Mr. Murphy or Mr. Preu and Mr. Kiein, that 
we hope to be able to complete these hearings within a period of 2 
hours on Wednesday morning. 

Thank you very much. We will adjourn the subcommittee at this 
time until 10 o’clock Wednesday morning. 

(Whereupon, at 4 p. m., the hearing was recessed, to reconvene at 
10 a. m., Wednesday, June 23, 1954.) 
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WEDNESDAY, JUNE 23, 1954 


Hovse or REPRESENTATIVES, 
INTERNATIONAL OPERATIONS SUBCOMMITTEE OF THE 
CoMMITTEE ON GOVERN MENT OPERATIONS, 
Washington, D.C. 

The subcommittee met, pursuant to adjournment, at 10:25 a. m. in 
room 304, Old House Office Building, Hon. Charles B. Brownson, 
chairman of the subcommittee, presiding. 

Present: Hon. Charles B. Brownson, chairman of the subcommittee ; 
George Meader; Katharine St. George (appearance noted in tran- 
script) ; Frank Ikard; and Harrison A. Williams, Jr. 

Also present: Edward C. Kennelly, counsel; Maurice Mountain, 
staff director ; and Miss Chesley Prioleau, clerk. 

Mr. Brownson. The hearing of the International Operations Sub- 
committee will come to order. The clerk will call the roll. 

Miss Prioteau. Mr. Brownson ? 

Mr. Brownson. Here. 

Miss Priotnau. Mr. Meader? 

Mr. Meaver. Here. 

Miss Prioteav. Mr. Judd? Mrs. St. George? Mr. Ikard? 

Mr. Ikarp. Here. 

Miss Prroteau. Mr. Holtzman? Mr. Williams? 

Mr. WiuutaMs. Here. 

Mr. Brownson. A quorum is present. The record will indicate that 
Congressman Judd is at the White House in a conference on the Far 
East this morning; and Mrs. St. George has a conflicting committee 
meeting and will be with us as soon as possible. 

The Subcommittee on International Operations will continue this 
morning its hearing concerning the end-use controls maintained by 
the Foreign Operations Ac Iministration in administeri ing the nonmili- 
tary ph uses of our foreign-aid program. 

It has already been testified that since 1948 ECA, MSA, and FOA 
have financed goods and services in economic and technical assistance 
representing the expenditure of some $13,500,000,000. It has also 
been testified that the responsibility for policing the spending of this 
money rests with the Office of the Controller of FOA. The Controller 
through the Division of Audit here in Washington and controllers in 
country missions abroad exercises that authority by making on-the- 
spot investigations here and abroad, by making price examinations 
to insure that prices paid are consonant with existing legislation and 
FOA regulations and by preaudit and postaudit examinations of 
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vouchers to see that purchases comply with procurement authori- 
zations. 

This admittedly is a task of tremendous magnitude and demands 
planning, organization, and trained personnel. While our principal 
interest in this hearing is to try to determine whether the Office of 
the Controller is staffed and organized to adequately control United 
States spending abroad, it would be impossible to make any intelligent 
appraisal of the effectiveness of the control system without examining 
the types of problems actually encountered. It is for this reason we 
have reviewed some of the cases with which the Office of the Con 
troller has had to deal to date. The violations of applicable regula 
tions and leg@islation disclosed in these cases have been traceable at 
times to foreign importers and governments, at times to United States 
citizens or companies, and even to agencies of our own Government. 

This morning we intend to look into two more cases in which FOA’s 
system of controls brought to light evidence that the United States 
was being overbilled by two American corporations. In the first case, 
which involved the shipment of accounting machines to Greece by the 
Remington Rand Corp., 0 f New York, a refund was obtained in the 
amount of approximately < 14,000 from the Governme nt of Greece. 
In the second case, which involved the shipment of Allis-Chalmers 
tractors to France and French West Africa by the Intercontinental 
Equipment Co., of New York City, a refund was obtained from the 
Government of France of nearly $445,000. 

It is gratifying to know that in these instances FOA was able to 
recapture some of the taxpayers money. The cases are indicative, 
however, of the absolute necessity of FOA maintaining an adequate 
system of controls and the need for constant vigilance. 

In the interests of fairness and courtesy we have notified officials 
of each of the companies to which I referred that this hearing would 
be held today, so that they could hz ive observe ‘rs present if they ‘desired. 

| would like to have Mr. John E. Murphy and Mr. Preu take the 
stand, please. 


FURTHER TESTIMONY OF JOHN E. MURPHY, CONTROLLER, FOR- 
EIGN OPERATIONS ADMINISTRATION; ACCOMPANIED BY FRED 
L. PREU, DIRECTOR, AUDIT DIVISION, FOREIGN OPERATIONS 
ADMINISTRATION 


Mr. Brownson. You two gentlemen, I believe, have been sworn for 
the purposes of this hearing? 

Mr. Murrny. Yes, sir. 

Mr. Prev. Yes, sir. 

Mr. Brownson. The reporter will indicate that the reply is in the 
affirmative in both cases. 

Would you explain sections of FOA Regulation 1 providing for 
agency financing of commodities at discount prices ? 

Mr. Murrny. Yes, sir. FOA Regulation 1 is the latest of the 
series of regulations which were promulgated from the inception of 
the ECA program in Europe, Mr. Chairman; and they are very 
involved regulations, very complicated. But the sections which deal 
particul: arly with the matters of discounts and commissions are sec 
tions 201.6, subparagraphs E and F, respectively, which provide that 
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the United States Government will not pay discounts and commis 
sions normally allowed in transactions—in commercial transactions. 
We pay the net prices only. 

Mr. Brownson. What is a supplier’s certificate ? 

Mr. Murreny. The supplier’s certificate also goes by the official 
name of invoice and contract abstract, Mr. Chairman. It is provided 
for in regulation 1, to which I have just referred; and it is a document 
which is used to extract from invoices and contracts in a convenient 
form the permanent information on the basis of which suppliers 
request payment for the commodities involved, 

Mr. Brownson. Are the representations on the supplier’s certifi- 
cates the basis for FOA payment ¢ 

Mr. Murpeuy. Yes,sir. We regard the invoice and contract abstract, 
or the supplier’s certificate, as it has come to be known more popularly, 
an integral part of the claim for reimbursement made by the supplier. 
It. together with the 1 invoice, constitutes the whole claim. 

Mr. Brownson. I understand that the suppher indicates certifica- 
tion in the following language: 


The supplier further certifies that (@) on the basis of information obtained 
from such sources as are available to him, that to the best of his information 
and belief, the purchase price is no higher than the price calculated in accordance 
with the applicable price provisions of FOA Regulation 1, as amended, and he 
has complied with the rules provided therein; and (0) he has allowed all dis- 
counts, including discounts for quantity purchases and prompt payment, cus- 
tomarily allowed his other customers similarly situated. 


Mr. Murruy. That is correct. That is part of the certificate. 

Mr. Brownson. I ask unanimous consent at this time that the per- 
tinent sections of FOA Regulation No, 1, and a copy of the supplier's 
certificate be put into the record at this point. Without objection, 
it is so ordered. 

(Exhibits 22 and 28 follow :) 


EXHIBIT 22 


SUBSECTIONS (E) AND (F) OF Section 201.6 of FOA Re&GULATION 1 DATED 
AvuausT 1, 1953 


(e) Discounts. If a contract for which reimbursement is claimed provides for 
one or more discounts, only the invoice amount after discount (seller’s gross 
price less all discounts) will be eligible for reimbursement. 

(f) Commissions—(1) Purchasing agents. No commission paid or to be paid 
to an agent, broker, or other representative of an importer will be eligible for 
reimbursement. 

(2) Sales agents. A commission paid or to be paid to an agent, broker, or 
other representative of the supplier is not prohibited and will be eligible for 
reimbursement. Subsequent to reimbursement, however, the Director will request 
repayment from the importing country of the amount of such commission unless 
it is payable to such an agent, broker, or other representative regularly doing 
business within the United States, who is (i) an individual who established 
residence in the United States prior to February 1, 1949, and has continuously 
resided in the United States since that date, or (ii) a partnership, a majority 
of the partners of which are individuals described in subdivision (i) of this 
subparagraph, or (iii) a corporation or other organization created under the 
laws of the United States, of any State, territory, or possession thereof, or of 
the District of Columbia: Provided, That if such corporation or other organiza- 
tion is beneficially owned or controlled by individuals other than those described 
in subdivision (i) of this subparagraph, it must have been created prior to 
February 1, 1949. 
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ExHrsitT 23 
SuPPLier’s CERTIFICAT! 
MSA-280 (5-52) MUTUAL SECURITY AGENCY 


The supplier hereby acknowledges notice that the sum indicated on the a 
companying invoice as claimed to be due and owing under the terms of the 
underlying contract, is to be paid out of funds made available by the United 
States under the Mutual Security Act, as amended, and further Certifies and 
grees with the Director as follows: 

(1) The supplier is entitled under said contract to the payment of claimed 


sun nd he will promptly make appropriate refund to the Director in the event 
of his nonperformance, in whole or in part, under said contract, or for any 
breach by him of the terms of this certificate 


2) Adjustment refunds or credits arising out of the terms of the contract or 
the customs of the trade shall be made direct to the buyer, but the supplier will 
promptly notify the Director concerning any such adjustment refunds or credits, 
so that the Director may obtain appropriate refund from the participating 
intry If an adjustment results in an additional charge to the purchass 

the supplier will promptly notify the Director of such additional charge 

If the said contract is on a C&F (cost and freight) or a CIF (cost, insu 
ance and freight) basis, the supplier is entitled to payment, under MSA Regula 
tion 1, as amended, of any ocean freight charges included in the sum claimed 
rhe supplier is entitled to payment, under MSA Regulation 1, as amended, of 
any ocean marine insurance premium charges included in the sum claimed 

(4) The supplier is the producer, manufacturer, processor, or exporter of, or a 
regular dealer in the commodity, or furnishes the service covered by said cor 
tract and has not employed any person to obtain said contract under any agree 
ment for a commission, percentage, or contingent fee, except to the extent, if any 
of the payment of a commission to a bona fide established commercial or selling 
igent employed by the supplier as disclosed on the reverse of this form 

(5) The supplier has not given or received and will not give or receive by ways 
of side payment, “kickbacks,” or otherwise, any benefit in connection with said 
‘ontract except as is disclosed on the reverse of this form, or as is the result of 
the adjustments referred to in Paragraph 2. 

(6) If the supplier is the producer, manufacturer or processor of a commodity, 
said contract is not a cost plus-a-percentage-of-cost contract. 

7) The supplier further certifies, on the basis of information obtained from 
such sources as are available to him, that to the best of his information and 
belief the purchase price is no higher than the market price (which shall mean 
the export market price, where such a price is customary in the trade) prevailing 
n the United States at the time of purchase, adjusted for differences in the cost 
of transportation to destination, quality, and terms of payment. 

8) The supplier further certifies that (a) on the basis of information obtained 
from such sources as are available to him, and to the best of his information 
and belief, the purchase price is no higher than the price calculated in accordance 
with the applicable price provisions of MSA Regulation 1, as amended, and he 
has complied with the rules provided therein; (b) he has allowed all discounts, 
including discounts for quantity purchases and prompt payment, customarily 
allowed his other customers similarly situated. (9) If the supplier furnishes 
only a service, he shall not be deemed to certify to paragraphs 7 and 8 but instead 
certifies that the rate indicated on the reverse of this form for the service ren- 
dered does not exceed the prevailing rate, if any, for similar services, or the rate 
paid to the supplier for similar services by other customers similarly situated. 

(10) The supplier has filled in the applicable portions of the invoice-and- 
contract abstract on the reverse hereof, certifies to the correctness of the in- 
formation shown therein, and will furnish promptly to the Director at his request 
such additional information in such form as the Director may require concerning 
price or any other details of the purchase. 


Date Authorized Signature (see instructions) 
NoTe.—Any amendments, deletions of applicable provisions, or substitutions will invali 
late this certificate. 


NOTE The word “Duplicate” must be written after signature on all signed copies other 
than the original. 
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INSTRUCTIONS 


Supplier’s Certificate—A signed original, and duplicate of form MSA-280 are 
to accompany each invoice for which payment is requested. Normally, only 
the original should be signed; if for any reason copies other than the original 
need to be signed they should be clearly marked “duplicate” after the signature. 
Contracts are not to be submitted to MSA unless specifically requested. In the 
case of ocean freight, however, charter parties or contracts of affreightment, if 
any, are to accompany reimbursement documents, except for CIF and C&F 
transactions. See special instructions below relating to ocean freight. Other 
requirements of MSA Regulation 1, as amended, including marking requirements, 
are to be complied with. This form may be obtained in limited quantities from 
banks holding MSA Letters of Commitment, Regional Offices of the Department 
of Commerce, or Mutual Security Agency, Distribution Section, ADSER, Wash 
ington 25, D. C. Forms may be reproduced, provided the reproduction is iden- 
tical in content, size, and format. 

Invoice information (on reverse side)—MSA Procurement Authorization num- 
ber must be inserted in Block 1 by supplier. The amount shown in Block 2 is 
the net amount for which the supplier seeks payment; it must not include any 
commission to an importer’s purchasing agent and must be net of all trade 
discounts. Commissions paid or to be paid to agents of supplier which are 
included in amount shown in Block 2 must be detailed in Blocks 19, 20, and 21 
In Block 4, show the bill of lading weight rounded to nearest whole ton; if 
expressed in other than long tons convert to long tons (2,240 pounds or 40 
cubie feet to the ton). Where a supplier does not arrange for ocean shipment, 
Blocks 5 through 8 should remain blank. In Block 9, insert the exact description 
(in English) ; for multiple-item invoices insert the descriptive words commonly 
employed within the industry. If MSA Commodity Code is unknown, Block 10 
may be left blank. On a Form MSA-280 prepared for a multiple-item invoice, 
‘‘See Invoice” may be inserted in Blocks 13 and 14. Blocks 15 and 23 refer to 
“FAS” and “CIF,” ete. In Block 16 list supplier’s Social Security Employer 
Number, which MSA needs to determine the participation of small business sup- 
pliers in the program. 

Class of Supplier—Indicate in Block 17 whether (1) manufacturer, producer, 
or processor of the commodity; or (2) merchant exporter of other secondary 
seller. If the latter, Block 29 is provided for voluntary listing of the names 
and addresses of primary sellers and the dollar portion of the invoice amount 
furnished by each. These data, desired only in connection with manufactured 
items, will enable MSA to determine the extent of indirect participation in the 
MSA-financed export business by small manufacturers. 

Information as to agents’ commissions, domestic and foreign—Where the 
amount shown in Block 2 includes a commission paid or to be paid to agent 
of supplier, the actual amount of such commission in dollars and cents must be 
entered in Block 21. Write “none” in Block 21 if no commissions are involved. 

Contract and price information—If there is no formal contract specifically 
covering this shipment, insert date of confirmation of order in Block 22. Block 
27 is producer, manufacturer or processor’s price. In accounting for difference 
between contract, invoice, and domestic unit prices, Block 28, describe and show 
the effect of: (1) escalator clauses or extras; (2) if the selling price is estab- 
lished on a date other than the contract date, the price-fixing date; (3) ocean 
freight charges; (4) ocean marine insurance premiums, if any; (5) export 
differential, if any. 

Special instructions for ocean freight other than C&F and CIF transactions— 
Omit Block 3. Leave Block 4 blank if quantity is in long tons; otherwise fill it in. 
In Block 9, show “Ocean Freight” and in Block 10 use ‘9500” for Code. Blocks 
11, 12, 13, and 14 are taken from the freight bill. In Block 15 show “Collect” 
or “Prepaid.” Omit Block 17. Give full information as to commissions paid 
in Blocks 19, 20, and 21. Omit Blocks 22 through 27 but explain any differences 
between invoice price and price stated in charter party or contract of affreight- 
ment in Block 28. 
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Mr. Brownson. Mr. Murphy, will you discuss the Agency-financed 
purchases of adding machines and other equipment for Greece sup- 
plied by Remington Rand in 1950 and 1951 at a cost of $843,895.77% I 
would like you particularly to confine your explanation to the salient 
elements of the case, showing the Remington Rand relationship with 
its Greek distributor. 

Mr. Mureuy. All right, sir. In January of 1950, pursuant to the 
practice which was normal at that time, the Price Branch requested 
certain information from Remington Rand by letter as to its practices 
in billing its dealers abroad. Remington Rand replied that the export 
prices which they charged were in practically all instances the same 
as for domestic purchasers, namely, the list price, less discounts, and 
less any discount for prompt payment which would normally be 
accorded. 

In late January—in January 1951, as a result of examination of 
certain transactions which involved the supply of Remington Rand 
equipment—lI should say, June 1951—certain inconsistencies in this 
practice were found to exist in connection with these transactions 
involving a Greek importer. Asa result the Price Branch of the Con- 
trollers Office directed a communication to Remington Rand pointing 
out that the prices charged in the instant transactions seemed to be 
inconsistent with the policy of the company as outlined in its com- 
munication of January of the previous year. 

The letter to Remington Rand indicated that information as to the 
agents’ commissions appeared to be incomplete; that the unit prices 
appeared to exceed customary prices; that commissions were not re- 
ported on the supplier’s certificate as required; and that dollar 
amounts deducted for payment by the Greek Government in drachmas 
had not been shown on the supplier’s certificate. 

Some months later, in November of the same year, Remington Rand 
replied, indicating they had difficulty locating the invoices involved 
in the transaction in question, and requested MSA to give them the 
numbers from the documents they had in their possession, which MSA 
did, stating that they had no invoice numbers, but they had order 
numbers, and they hoped they would be satisfactory to Remington 
Rand. 

Mr. Brownson. You mean that this oflice supply manufacturing 
firm could not find those records in their files, but the FOA could ? 

Mr. Murrny. Apparently that is the case, sir. Of course, the Price 
Branch had this case right at hand, and had all the documents, and 
therefore didn’t have any problem locating them. But Remington 
Rand was unable, apparently, to compile the documents without 
additional help, which we were able to give them, in the form of these 
order numbers. 

So in the following month, in December 1951, Remington Rand sub- 
mitted the information requested in our November 9 letter, together 
with the amended supplier’s certificates, indicating that commissions 
at that time approximating $44,000 were involved. 

In December, later the same month, the 28th to be exact, the Price 
Branch again wrote to Remington Rand, and thanked them for the 
information, but pointed out that further’ inconsistencies appeared to 
remain to be explained, that the commissions would appear to be larger 
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than Remington Rand indicated in the November 9 letter. The figure 
they gave, as you recall, was $44,000. 

In January of 1952, approximately a month later, January 21, Rem- 
ington Rand replied and indie: ated in their letter that it seemed to 
them that we were placing too much importance on the invoices we had 
in our possession, and pointed out that the invoices covered the trans- 
action only as it affected the dealings between the agent in Greece 
and his customers, and that they were wholly inconsistent with the 
prices that Remington Rand actually charged that agent; and that 
the invoices had actually been made up in the form indicated expressly 
at the request of the distributor. 

Mr. Brownson. In other words, they were dummy invoices prepared 
at the request of the distributor, and did not reflect the actual rela- 
tionship between the distributor and Remington Rand; is that right? 

Mr. Murrny. They stated that as a categorical fact in their letter. 
They said, “The actual prices we charged our agent are those prices 
we itemized in our letter of December 11.” This is after they said, 

“They are wholly inconsistent with the actual prices we charged him.” 

Mr. Brownson. I’ . like to have read into the record a letter written 
on January 21, 1952, by Mr. Ferraro, assistant treasurer, export divi- 
sion, Remington Rand, 315 4th Avenue, New York City. 

Do you have the actual letter? 

Mr. Murpnuy. Yes, sir; I have a complete file. 

Mr. Brownson. Would you read it into the record, and then supply 
the letter to us for preparation of an exhibit, after which time it will 
be returned to you? 

Mr. Murpny. Yes, sir; I will. 

Mr. Brownson. We can, I believe, supply you with a photostat for 
your files while the letter is in our possession. 

Mr. Murrny. The letter is dated January 21. It is addressed to 
the Economic Cooperation Administration, Washington 25, D. C., 
attention, Mr. Marvin C. McFeaters, Assistant Chief, Price Branch, 
Office of the Controller. 

Mr. Brownson. I will ask unanimous consent that the facsimile of 
that letter be inserted in the record. Without objection, it is so 
ordered. 

(The letter Mr. Murphy read into the record appears as exhibit 
24 below :) 


EXHIBIT 24 


REMINGTON RAND, INC., 
Export DIvIsIoNn, 
New York, N. Y., January 21, 1952. 
ECONOMIC COOPERATION ADMINISTRATION, 
Washington 25, D. C. 
(Attention: Mr. Marvin C. McFeaters, Assistant Chief, Price Branch, 
Office of the Controller.) 

Dear Sirs: We wish to acknowledge receipt of your letter of December 28, 
having reference No. C: P: KK. 

From the questions put forth in your letter it would appear that you may 
be placing too much importance on the invoices actually in your possession. With 
regard to the prices shown thereon, please realize that the invoices which you 
have, covers this transaction only as it affects the dealings between our agent 
and his customer. These invoices were issued in these prices and forms, at 
the express request of our distributor to cover the contract he had with his 
customer, They are therefore, wholly inconsistent with the actual prices which 
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we charged him. As you have pointed out, in some cases we show a net price, 
in other cases we show an apparent list price less a certain discount, and still 
in other cases a net price is shown and then allowances are made for Drachma 
payments or the like. 

The actual price which we charged our agent for the various material indi- 
cated on the invoices in your possession are those prices which we itemized in 
our letter of December 11. Our custom has been to bill this agent at a net price 
which is our normal list price less various discounts ranging from 20 percent 
to 35 percent depending on the equipment. As we mentioned in this letter our 
agent’s account with us was charged with the amounts indicated and then his 
account was credited with the full payments received in accordance with the pro- 
forma invoice. The difference between our charge to our agent and the amount 
received in payment has been credited on our books as his commission and these 
amounts were reported to you in our letter of December 11. 

We trust the above explanation will further clarify this matter. However, 
if there is any way we can be of further service to you please advise. 

Very truly yours, 
REMINGTON RAND, INc., Export Division, 
By L. Ferraro, Assistant Treasurer. 

Mr. Brownson. Mr. Murphy, the point that we are attempting to 
establish here is, as a result of the information that has been brought 
out today, that on the basis of these invoices the United States Gov- 
ernment had to pay more, is that correct ¢ 

Mr. Mcrrny. That is correct. 

Mr. Brownson. In other words, the action of Remington Rand in 
sending out these special invoices to their representative in Greece 
actually resulted in a loss to the American taxpayers, which was later 
reimbursed by payments on the part of the Government of Greece; is 
that correct ? 

Mr. Murpuy. That is correct, yes. 

Mr. Brownson. I'd like to ask unanimous consent that some of the 
exemplary invoices and contract abstract forms submitted by Rem- 
ington Rand to MSA, and also the amended forms, be inserted in the 
record at this point. Without objection, it is so ordered. 

(The forms referred to appear as exhibits 25A-25M in the ap- 
pendix. ) 

Mr. Brownson. In further connection with the point that I have 
just questioned Mr. Murphy about, I want to point out that the only 
thing that saved the money and got the money back from the Greek 
Government was the action in FOA in its end-use check. 

Mr. Meader? 

Mr. Meaper. Mr. Murphy, I notice the sum mentioned here is $44,- 
000, concealed commissions. There is also indication from FOA that 
the amount was larger than $44.000; is that correct ? 

Mr. Murrny. That is correct. 

Mr. Mraper. Have you ascertained the exact, the correct amount 
of the excessive commissions ? 

Mr. Murpny. Yes, sir. On further investigation in following this 
case through—and it takes a considerable length of time, of course— 
the amount of commissions went up considerably to the figure which 
Mr. Chairman indicated in his opening statement, approximately 
$114,000, in the final analysis. 

Mr. Brownson. The actual figure is $113,476.39. 

Mr. Murpny. There were some reclaims involved, sir, which did 
result in the final analysis in reducing that figure to $112,471.39. But 
the figure read was the gross figure to begin with. 
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Mr. Brownson. During these negotiations, did Remington Rand 
at any time admit that this case was a mess ‘ 
Mr. Murpuy. Yes, sir. I think your words are almost an exact 


quot: ation. sy the time M: ay 1952, had rolled around, Remington 
Rand had reached that conclusion, that the situation was quite a mess, 
according to the information I have here. They did however cooper- 


ate in supplying the best information they could at that time, and 
they made certain assurances that the V would avoid re petition of this 
a t all costs. 

Mr. Brownson. I understand then that—just to recapitulate this 
case a little—Remington Rand’s original supplier’s certificate did not 
show discounts? Is that correct / 

Mr. Murrny. In many cases that is correct, sir. But, as they said 
in their letter, they did not follow the identical practice in all cases. 
If I can refer to the letter again, the last sentence of the first real 
paragraph ; it says: 

As you have pointed out, in some cases we show a net price, in other cases we 
show an apparent list price, less a certain discount, and in still other cases a 
net price is shown, and then allowances are made for drachma payments, 

There are a large number of instances in which they left blank the 
portion of the certificate where they are supposed to list the commis- 
sion. 

Mr. Brownson. When your agency noted inconsistencies and asked 
for an amended supplier’s certificate, Remington Rand admitted here- 
tofore concealed partis al commissions amounting to $44,000; is that 
correct ¢ 

Mr. Murrpnuy,. That is correct. 

Mr. Brownson. That was the original admission. When the 
agency still persisted that the entire commissions were not declared 
on amended supplier’s certificate, Remington Rand admitted that the 
transactions as represented to the agency did not appear as such on 
the books of Remington Rand. 

Mr. Murrpny. That is correct. 

Mr. Brownson. And Remington Rand admitted the prices as rep- 
resented to the agency were wholly inconsistent with the actual prices 
they had charged their distributor and that they had made such a 
false represe ntation at the request of the distributor. is that right? 

Mr. Murpny. That is correct, sir. 

Mr. Brownson. In a letter dated February 4, 1952. the agency in 
formed Remington Rand that their explan: ations raised a doubt as to 
the credibility of the supplier’s certificates executed by the firm, and 

iracterized the certificates submitted by Remington Rand as false 
and as being considered material violations of ECA’s reoulations: is 
that correct ? | 
Mr. Murrny. That is correct. 
Mr. Brownson. Subsequent investigation by the agency in Greece 
iowed total transactions with their Greek agent amounting to 
$843,595.77 and later Remington Rand admitted to the agency that it 
had paid the Greek importer a total of $113,476.39 in so-called commis- 
sions and discounts, is th: at correct ¢ 

Mr. Murreny. That is correct 

Mr. Brownkson. It was reduced to the $112,000 figure which you 
just stated ? 

Mr. Murrpny. That is correct. 
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Mr. Brownson. The agency did not accept the Greek distributor’s 
version that his commissions were to be used to make emergency pur- 
chases of parts, and the Greek Government ruled that in the future 
such spare parts be shipped direct to end-users; is that correct ¢ 

Mr. Murpenuy. That is correct. 

Mr. Brownson. Further evidence that the explanation was false 
was the fact that $80,000 h: id been remitted to the Bank of Athens for 
the account of the importer; is that correct 4 

Mr. Murpny. Yes, sir. 

Mr. Brownson. And I understand that Remington Rand described 
these commission omissions as clerical errors in a letter dated July 14, 
1952, and expressed apprehension over the denial of an import license 
by Greece to the importer and suggested that the agency write to the 
Greek Government that no unfavorable action be taken against Rem 
ington Rand reflecting on the company; is that correct / 

Mr. Murrpny. That is correct. 

Mr. Brownson. Was any action taken against Remington Rand in 
this case? 

Mr. Murruy. No, sir. The case was referred by the Controller of 
FOA MSA, to the Personnel, Security, and Integrity Division of 
FOA, and the Deputy General Counsel of FOA was also consulted. 
It was decided that no action would be taken against Remington Rand 
unless additional violations were uncovered in the future; and we, in 
our current auditing and review of recent transactions, are watching 
that very carefully. 

Mr. Brownson. In other words, the FOA General Counsel decided 
not to refer the case to the Department of Justice for prosecution ; 
is that right? 

Mr. Murpuy. That is correct. 

Mr. Brownson. Do you have the facts as to why that decision was 
made? 

Mr. Murpny. Yes, sir,1 do. The reasons which I understand moti- 
vated the General Counsel in the decision which he made numbered 
six. The first factor was the fact that we had accepted the amended 
supplier's certificate from Remington Rand in the course of these ne- 
gotiations, which they thought was significant. The second, because 
we did obtain a refund from the Greek Government. The third, that 
in a large number of the individual transactions the statute of limita- 
tions had already run. The fourth, that in a vast majority of the 
cases where the supplier's certificates had been submitted, erroneous 
supplier’s certificates, there had been no affirmative misrepresentations 
made on the certificates, but instead they had left blank block No. 21 
in the document which called for the showing of that information. 
The fifth was Remington Rand’s explanation of its default and its 
assurance of future compliance with the regulations. And the sixth 
was the basic assumption that a company of the character of Reming- 
ton Rand would not embark on a course of continuing and intentional 
violation of the regulations. 

Mr. Meaper. What was that last? 

Mr. Murrpny. The basic assumption that a company of the char- 
acter of Remington Rand would not embark on a course of continual 
and intentional violations of the regulations. 

Mr. Meaper. That is a rather new defense in a criminal action as 
far as my familiarity with the law is concerned. Have you ever 
heard of that as a reason for not prosecuting ? 
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Mr. Murpuy. Well, sir, I think you have to regard all 6 as a 
package, all of which were factors which led toethe decision. I don’t 
think any 1 of the 6, in and of itself, was the basic determining 
factor. 

Mr. Meaper. Well, the statute of limitations is a good reason 
for not prosecuting, those which had been barred by the lapse of 
time. 

Mr. Murreny. Yes, sir, that would be. 

Mr. Meaper. But apparently that only applies to some of these 
false statements. 

Mr. Brownson. Isn’t it further true that Remington Rand, after 
this matter had originally been called to their attention, continued 
for some period of time to issue these same false statements? 

Mr. Murruy. That I cannot say for certain, sir. Do you know, 
Mr. Preu, whether—— 

Mr. Prev. I believe, sir, that the documents were in our records, 
and at the time we began the examination we had examined a portion 
of them, and when we had finally obtained all the documents and 
called them to their attention, they corrected all the documents. 

Mr. Brownson. Well, after this case was initially brought to the 
attention of Remington Rand, do you have evidence that other invoice- 
and-contract abstracts concealing the commissions were issued ? 

Mr. Prev. Yes, sir. 

Mr. Brownson. They were issued after the matter had been 
brought to their attention. You had to prove your case pretty well 
before they stopped it ? 

Mr. Prev. But, Mr. Chairman, may I point out that when we first 
wrote to Remington Rand, they asked us for the invoice numbers, 
and we provided order numbers from the invoices because Reming- 
ton Rand at that time told us that it was extremely difficult in their 
millions of transactions to sort out these particular ones. 

Mr. Brownson. Is it not true, that it also became necessary at one 
point in these negotiations to call Remington Rand’s attention to the 
fact that some of the amended certificates were in error also? 

Mr. Prev. No, sir; I don’t think that is correct. I believe that 
when amended certificates were presented, whether the first $44,000 
or the next batch of $67,000, the amended certificate in each case was 
correct, and there was no corrected amended certificate. 

Mr. Brownson. Here is the way the case looks to me: The Greek 
Government lost on this case because it had to pay a refund to the 
United States Government. The Greek agent lost in that he had to 
pay all the dollars he obtained back to the bank. Of course, the 
United States was put to a great deal of difficulty and expense in run- 
ning down these transactions in securing the refund. And the only 
one I can see that lost nothing on the whole deal was Remington 
Rand. 

I want to make it very clear that I have no grudge against Reming- 
ton Rand, because I have an office full of Remington Rand equip- 
ment, and I have a great respect for the company ; but in this particu- 
lar case it certainly looks to me that they were the only ones who 
came out on top after the thing was all done. 

Mr. Murrny. Well, the concern shown by various officials of Rem- 
ington Rand as this case evolved, sir, leads me to believe that Rem- 
ington Rand figures it lost on the deal too. In other words, when the 
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Greek Government cracked down on the importer, for example, it 
certainly must have had some indirect effect on Remington Rand’s 
business in Greece. That is somewhat abstract; you can’t pin it down 
on how many dollars were involved. 

Mr. Brownson. I understand also in connection with the matter we 
are discussing that on the 28th of December 1951, ECA acknowledged 
Ferraro’s letter with thanks, but stated that ECA believed there were 
more commissions than reported in the letter, and that the amount 
appeared larger than that which Remingon Rand had reported, and 
that further inconsistencies were indicated, which would seem to me 
to indicate that some of these amended certificates were not correct 
as amended, 

Mr. Murrny. No. I believe, sir, what was referred to were the 
additional transactions over and above those referred to in the Rem- 
ington Rand letter. As Mr. Preu pointed out a few minutes ago, and 
as you mentioned initially, the inability of Remington Rand to trace 
these particular transactions in its own records led us to try to help 
by furnishing these order numbers; and the additional inconsistencies 
referred to in the Price Branch letter, according to my understand- 
ing, referred to transactions over and above the ones on which Mr. 
Ferraro had reported, the $44,000. 

Mr. Brownson. Do you have further questions, Mr. Meader? 

Mr. Mraper. Yes, Mr. Chairman. Now, as I understand it, in the 
Remington Rand Co. the individual who is responsible for the prepa- 
ration of these false certificates is Ferraro; is that correct ? 

Mr. Murpny. Oh, I don’t know, sir. I believe you have the copy 
of the certificates there. I don’t know who actually signed them. 
Mr. Ferraro answered some of our correspondence. 

I discovered that the photostats we have are only the fronts of the 
supplier’s certificates; but I am advised that Mr, Ferraro signed some 
of them. I have also here some signed by Mr.—appears to be H-o-n-i-g, 
who is titled “Attorney.” 

Mr. Brownson. Yes; we have some certificates of invoice and con 
tract abstract signed by L. A. Honig. 

Mr. Murreny. Yes; those are apparently the same ones I am look 
ing at. 

Mr. Brownson. Can you supply for the record a breakdown of these 
supplier’s certificates, indicating the total number signed by each of 
the individuals concerned ? 

Mr. Murpny. Yes, sir. 

Mr. Brownson. I ask unanimous consent that this information be 
inserted in the record. Without objection, so ordered. 

( Exhibit 26 follows :) 

EXHIBIT 26 
Breakdown of supplier’s certificates 


Number of 


Official signature: certificates 
ye 2 ee ecmenietiisngl inte tanh tienen Deadlines 36 
J. J. ——— (illegible) _..__-_- siianeaadniactions bad eieiciampaeeaiedniy binges 24 
Tee a Hy re ta dca ap sick ell Evccgy ce aa tit aadntnléteh a ketie hee eae 4 
ie Se, Se es ee ea ee) LS ccdanlediattte bk dichiblaled 3 
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Mr. Mraper. What, if any, disciplinary action was taken by Rem- 
ington Rand as against the individuals who participated in this frau- 
dulent re presentation ? 

Mr. Mvreny. Well, I don’t know the answer to that, sir. Although 
in one communication Remington Rand did advise that they had 
advised all their people there—clerks and other officials—of the spe- 
cifics of these regulations, and pointed out the necessity for following 
them very carefully. I have that letter here and I could excerpt a 
paragraph from it if you like. 

Mr. Mreapver. Now, accounting transactions are somewhat of a mys 
tery to me. But I guess the people who are trained, like yourself, 
and presum nab ly the finance officials of the company like Remington 
Rand, understand accounting practices pretty well. 

Mr. Murpny. Yes, sit 

Mr. Meaper. Can you justify what was done here on the basis of 
ignorance or laxness, or, in your judgment, must it have been 
ntentional ? 

Mr. Murrnry. I would be very hesitant to indicate that there was 
any real intent of fraud involved in this, Mr. Meader. I think, in 
part, as I review the case, it was probably a lack of knowledge of 
the details, a lack of care taken to understand the details of the 
re wali ations under which the y were financing these transactions. And 
the later corresponde nee in which the »y assure Us that they had now 
made all Remington Rand employees fully cognizant with the ECA 
procedures, and assured us that there would be no further difficulty 
would tend to bear that out. It is a matter of judgment, sir, on which 
honest people ean differ. 

Mr. Meaper. Is this the first transaction between Remington Rand 
and ECA, or had they been doing business under the aid program, 
either with FOA or its predecessor agencies over a period of years? 

Mr. Murry. Well, the Marshall plan was enacted into law in April 
1948, sir, and the business of setting up and getting the organization 
established, and getting the regulations promulgated took a consider- 
able period of time. Now, my file indicates that the first communi- 
cation to Remington Rand involved in this particular case was along 
about January 1950. Remington Rand had done business in con- 
nection with other importers—in other words, in countries other than 
Greece—and there had been no difficulties in the transactions. 

Mr. Mraper. Well, the regulations that we are relying upon here 
apply equally to every country, not just to Greece? 

Mr. Murpny. Yes, sir, that is correct. But it appears that without 
realizing the importance of the regulations, that when they got the 
specific request from the Greek importer, they prepared the invoices 
to suit him. That started this whole investigation rolling. 

Mr. Mraper. Do you have a letter of February 4, 1952, written by 
MSA to Ferraro of the Re —- Rand Co. ? 

Mr. Murpuy. Yes, sir; I do. That was in reply to that January 
21 letter which I read into the record. 

Mr. Meaper. Would you read the passage of that letter which 
relates to the falseness of those certificates ? 

Mr. Mcrreny. That is paragraph 3, sir, and it says: 

This statement raises severe doubts as to the credibility of the supplier’s cer- 
tificates executed by your firm wherein you certified to the truthfulness of the 
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invoiced information and the conformance to the ECA regulations of the invoices 
submitted for ECA financing. Since on the identical supplier's certificates your 
company had also failed to declare the commission of $44,701.54 paid to your 
agent, we must hold that your certificates, both as to price and commission, did 
not state the true facts. These false certificates must be considered as material 
violations of ECA regulations, as a result of which substantial funds would have 
been lost to the ECA program had these facts not been disclosed through our 
examination. 

Mr. Meaper. Who signed that letter / 

Mr. Murrny. That letter was signed by Mr. John Shute, Chief of 
the Price Branch, Office of the Controller. 

Mr. Meaper. Now, in the light of that rather blunt charge of false 
and fraudulent representation by the company, why do you hesitate 
now to characterize these representations as being false ‘ 

Mr. Murrny. Well, the letter said that doubts were raised as to 
the credibility of the thing—of the certificates. I mean that I think 
you have to read the last sentence in that context. 

Mr. Meraper. This sentence: 

These false certificates must be considered material violations of ECA 
regulations. 

Mr. Murreuy. Well, there is no question that there were violations 
of the regulations. Now, the question as to whether those violations 
of the regulations were sufficient to form the basis for action—legal 
action—against the company, of course, is a matter over which I have 
no determination. Iam not an attorney. And when we find situations 
like this as a result of our activities in the Controller’s Office, we refer 
them to the proper office. 

Mr. Meaper. By the way, who is the counsel of FOA, or who is 
now and who was at the time of these transactions ¢ 

Mr. Murruy. The General Counsel at the present time is Mr. 
Morris Wolf, who is a prominent Philadelphia, Pa., attorney, and 
who, I believe, was en in the summer of 1953, and would, 
therefore, have been the General Counsel on November 25, 1953, when 
the matter was referred to his Office. 

Mr. Meaper. I didn’t get that last statement. 

Mr. Murreny. He would, therefore, have been the General Counsel 
at the time the determination was made not to refer this case. 

Mr. Meaper. Let me ask who prepared that opinion, stating the 
six reasons, I believe, why the matter should not be referred to the 
Justice Department ? 

Mr. Mureny. Well, the piece of-paper which I have in front of 
me, Mr. Meader, and from which I was reading is a summary which 
sets forth these six reasons; and it does not contain any signature. 

don’t know what the actual facts are in the circumstances, but J 
will be glad to investigate. 

Mr. Meaper. Do your associates know ? 

Mr. Murpny. The statement of advice was not actually written. 

Mr. Meaper. Do you or your associates here know what lawyer in 
the FOA was responsib le for this decision and the preparation of these 
reasons for it? 

Mr. Mourrny. I don’t know for sure, sir. I am advised that it is 
Mr. Matthew Hale, who is the Deputy General Counsel. 

Mr. Meaper. What is his service record with the FOA, do vou know. 
and what legal background does he have ¢ 
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Mr. Murruy. He has been with the FOA since its inception last 
August A sIr; and before that was on the staff of the General Counsel 
of MSA—how long before that, 1 don’t know. But he did have prior 
service with MSA. Again, if you would like, I will find out the 


exact dates. A 

Mr. Meaper. Yes. And if there exists a written opinion to the effect 
that this matter should not be referred to the Justice Department, 
would you give the committee a copy of that opinion ¢ 

Mr. Murpny. Yes, sir, I will, sir. 

The information requested follows as exhibit 27:) 

ExHIbitT 27 
INFORMATION SUBMITTED RE Mr. MATTHEW HALE, Deputy GENERAL COUNSEL, 
FEDERAL OPERATIONS ADMINISTRATION 


Mr. Hale was appointed Deputy General Counsel of the Mutual Security Agency 
n July 1, 1952. He continued in this capacity until the creation of FOA on 
August 1, 1953, at which time he became Deputy General Counsel of FOA. 

No formal written opinion was given by the Office of the General Counsel in 
connection with this matter. The substance of the discussion about the case 
which took place on November 25, 1953, and Mr. Hale’s recommendations that the 
matter not be referred to the Justice Department at that time, and that a new 
audit be made to determine whether there were any recent violations, were set 
orth in a file memorandum prepared by a member of the Investigations Division. 


rhe substance of this follows: 

The Investigation Division reviewed the Greek transactions referred by the 
rice Branch, in each of which Remington Rand had filed amended certificates 
showing commission payments to its foreign agent It appeared that in the vast 
majority of cases, no affirmative representations had been made by Remington 
Rand on the original supplier’s certificates with respect to agents’ commissions, 
the practice being either to omit all commission information or to report the 
agent’s name and address without stating the amount of the commission. Only 

au few cases were express representations made on the original 280’s that no 

ommissions had been paid. 

Numerous other transactions reviewed by the Investigation Division revealed 
a Similar pattern with respect to the reporting of agents’ commissions. In the 
transactions questioned by the Price Branch, Remington Rand supplied the 
requested information, including amended certificates, and full refunds were 
thereafter obtained from the Greek Government. In its correspondence with the 
Controller, Remington Rand attributed the improper reporting to its unfamiliar- 
ity with the requirements. ‘The firm stated that it had issued proper instructions 
to its employees, and gave assurance of future compliance. 

After a review of this case in the light of the foregoing facts, the advisability 
of the referral of this case to the Department of Justice appeared questionable. 
Consultation was had with the investigator’s immediate supervisor, and it was 
decided that advice be sought from the General Counsel’s Office as to the proper 
disposition of this case. Accordingly, an appointment was made with Deputy 
General Counsel Matthew Hale on November 25, 1953. 

After hearing a detailed statement of facts, Mr. Hale reviewed the pertinent 
parts of the case file, including the supplier’s certificates, vouchers, invoices, as 
well as the Controller’s correspondence with Remington Rand and the Greek 
mission. Mr. Hale advised against referring the case to Justice in its present 
position and indicated that his decision was governed by the following 
considerations: 

1. The request for, and acceptance of, amended supplier’s certificates from 
Remington Rand. 

2. The refund obtained from the Greek Government. 

5. The running of the criminal statute of limitations against the bulk of the 
transactions which occurred in 1950 and 1951. 

4. The fact that in the vast majority of cases, no affirmative representations 
had been made. 

5. Remington Rand’s explanation of its default and its assurance of future 
compliance. 
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6. The assumption that a company of the character of Remington Rand would 
not embark on a course of continuing and intentional violation. 

Mr. Hale recommended that the Controller's Office make an audit of recent 
transactions to verify whether Remington Rand had carried out its assurance 
of future compliance. This audit was to include transactions in Greece and 
several other countries, embracing the period July 1, 1952, to date. In the event 
substantial violations were disclosed, referral should be made to the Department 
of Justic> of these as well as the prior violations. 

This audit has been completed, and no violgtions of substance have been 
uncovered. 

Mr. Mraprr. Now, let me ask another question: Have any prosecu 
tions resulted from your end-use check work or any other investigative 
work of the FOA or its predecessor agencies ¢ 

Mr. Murpny. Oh, yes, sir. If you recall, we mentioned a couple 
of times on Friday the prosecution which is presently underway in 
the matter of the oil suit, which is, of course, a big one. 

Mr. Meaper. That is a civil action, isn’t it ? 

Mr. Murrny. Yes, sir; I believe it is. I did not infer from your 
question that you referred only to criminal prosecution, 

Mr. Mraper. I meant what criminal actions had been instituted as 
a result of investigations by FOA and its predecessor agencies. 

Mr. Murrny. I don’t know of any. Iam advised again that there 
have been several instances of criminal prosecutions; but I don’t have 
the data here. If you would like, I will supply a list of those. 

Mr. Meaper. Mr. Chairman, I would like to ask Mr. Murphy, or, 
if he is not the proper person, some one in his agency, to supply the 
committee with a list of the prosecutions which have resulted from 
investigations by the FOA or its predecessor agencies on violations of 
law or regulations. 

Mr. Murruy. Yes, sir. And you want that list, sir, to include 
criminal only, or criminal and civil? 

Mr. Mraper. I was interested primarily in the criminal cases, be- 
cause [ presume you may have many claims for refunds in the courts 
or settled without going to court; but I am thinking in terms of the 
criminal prosecutions. 

Mr. Murrny. Yes, sir; we will supply that. 

Mr. Brownson. I will ask unanimous consent that that material be 
included in the record at this point. Without objection, it is so 
ordered. 

(The data referred to appears as exhibit 28 below :) 


EXHIBIT 28 


List OF MATTERS REFERRED BY ECA, MSA, FOA to THE DEPARTMENT OF JUSTIC! 
(CRIMINAL Divyiston, FBI) 


1. Hobart Bros. Co., Troy, Ohio: Fraud against the Government; false certifi 
cation. 

2. Harry C. Robbins, Leonard Benson, Mary Block, Martex Co., New York City: 
Fraud against the Government; false certification. 

3. Pacific Color Co.: Fraud against the Government. 

4. Joseph Rubenstein, president; Clara E. Hage, export manager; International 
Office Appliances, Inc.: Fraud against the Government; false certification 


Indictments were returned against the above persons or companies. 

In addition to the above cases, 12 other cases were referred to Justice and 
were returned by Justice on the ground that there was insufficient evidence to 
warrant action on its part. Under these circumstances, it seems inappropriate 
to give the names of the individuals or firms concerned. 
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In addition, seven cases have been referred to the Department of Justice and 
are now pending, either in the FBI or in the Criminal Division. Under these 
circumstances, it seems inappropriate to give the names of the individuals or 
firms concerned. 

The above does not include civil cases or referrals relating to the conduct of 
employees not involving program violations. 

Mr. Brownson. Mr. Ikard? 

Mr. Ikarp. No questions. 

Mr. Brownson. Mr. Williams? 

Mr. Wituiams. No questions. 

Mr. Brownson. Mrs. St. Greorge ¢ 

Mrs. Str. Grorce. No questions. 

Mr. Brownson. One or two points. Where did this office accounting 
machinery finally wind up‘ 

Mr. Mureuy. In Greece, in the hands of the actual Ministries of 
the Greek Government. 

Mr. Brownson. You mean these machines were for the use of the 
Ministries of the Greek Government or for eventual sale by the Gov 
ernment to private individuals? 

Mr. Murreuy. The former, I think. 

Mr. Brownson. They were for the use of the Ministries of the 
Greek Government / 

Mr. Murpny. Yes, sir. 

Mr. Brownson. In this particular case, do you know whether or 
not the dollars credited to the Greek agent were credited in the 
United States ’ 

Mr. Murruy. I know of at least one instance where it was credited 
to him in the Bank of Athens. There was one transaction involving 
$80,000 that had been remitted to the Bank of Athens for the importer. 
With respect to the total, I couldn’t say. I do know there was a whole 
series of drafts issued by Remington Rand in favor of the importer; 
and whether he deposited those in Greek banks or American banks I 
just don’t know. 

Mr. Brownson. I wish you would find out, if you could, from your 
records whether any of them were deposited for the Greek importer 
here in the United States, because in my interpretation that would be a 
clear violation of the Greek law as well. 

Mr. Murruy. We will have to request that information from Rem- 
ington Rand, sir, because we, of course, would not normally come 
into possession of knowledge as to what disposition was made of a 
draft drawn by the company in favor of a private importer. 

Mr. Brownson. Well, in that case, the subcommittee staff will re- 
quest that from Remington Rand; and will you check and see if you 
have any information in your own files? : 

Mr. Murpny. I will be glad to. 

(Foreign Operations Administration indicated its files contained no 
information as to whether any such deposits ever were made. Infor- 
mation obtained from Remington Rand, Ine., is set forth in the 
appendix as exhibits 29A-29G, and 30A-—30T.) 

Mr. Brownson. Mr. Meader? 

Mr. Mraper. Mr. Murphy, was any action taken by the Greek Gov- 
ernment against Pan Solomos for his part in these transactions ? 

Mr. Murpny. There again, sir. I understand that the Greek Gov- 
ernment, first of all. did get all the dollars back. That is a simple 
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answer to the question. I understand further, however, that the Greek 
Government did investigate the possibility of legal action against the 
importer, Pan Solomos, and concluded that the case did not justify 
prosecution. 

In other words, they didn’t believe they had a sufficient basis under 
Greek law to prosecute. However, they did turn around as a result 
of this experience and strengthen the import controls and the foreign- 
exchange regulations to prevent recurrence of this situation. 

But as I understand it, there wasn’t either criminal or civil prosecu- 
tion of the importer in Greece, although there was an investigation 
made. 

Mr. Meaper. I am not sure that I recall any clear statement on this 
question: Is Mr. Pan Solomos still the agent of Remington Rand in 
Greece ¢ 

Mr. Murpry. | don’t know the answer to that question. We don’t 
know. None of us knows at the moment, Mr. Meader. 

Mr. Brownson. Any further questions on this case 

This subcommittee is operating by the direction of an whole sub- 
committee rather than through the chairman alone, and properly so. 
For that reason I would like to ask at this time wnanimous consent that 
the chairman be authorized and advised to direct the staff to prepare 
the information we have at our disposal, including transcripts of these 
hearings, and to confer with the Department of Justice with a view 
of turning this information over to them for possible presecution if 
they have an interest in this case. Without objection, it is so ordered. 

(By letter dated July 30, 1954, Remington Rand, Inc., advised Mr. 
Pan Solomos was still its agent in Greece. See exhibit 30A in the 
appendix. ) 

(The Department of Justice was furnished all information avail- 
able to the subcommittee by letter dated June 24, 1954.) 

We will now move on to the next case. 

Mr. Murphy, would you discuss the salient facts relating to the 
shipment of tractors supplied by Allis-Chalmers Manufacturing Co. 
to Intercontinental Equipment Co. of New York for shipments to 
France and French Africa in 1949-50? 

Mr. Murrpuy. In February 1950, sir, the Price Branch again was 
making examinations of machinery shipments, and in the process of 
examining the transaction involving the Intercontinental Equipment 
Co. covering the shipment of certain tractors financed by MSA, and 
which were shipped into Africa, the examination disclosed that the 
tractors were being billed at the full price with no discounts being 
allowed. 

In February of that year, later in that same month, the Agency con- 
tacted Allis-Chalmers Manufacturing Co., the manufacturers of these 
tractors, to find out whether Intercontinental Equipment Corp. was a 
distributor of Allis-Chalmers, and the Agency was advised that it 
was not. 

It seemed that the Allis-Chalmers equipment distributors covering 
this territory were those in Paris, a firm called S. A. Tractor, and 
another firm in west Africa at Dakar with substantially the same name. 
In April of the same year the Agency wrote to the assistant export 
manager of the tractor division to inquire the reasons for making 
shipments to French Africa through Intercontinental, when Allis- 
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Chalmers already had its own dealer serving that area, and the reason 
oo invoicing two firms, both the Paris firm and the Intercontinental 
firm, and asking whether or not the dealer S. A. Tractor in Paris had 
received any commissions from Allis-Chalmers or from the Inter- 
continental Equipment Co. 

In May of 1950, Allis-Chalmers replied, stating that Interconti- 
nental insisted on buying its tractors through its headquarters, which 
was the case in these shipments, which indicates that these shipments 
were to Paris although the work to be performed was in French Africa. 
The orders were placed through Intercontinental who represented this 
Paris firm: and Allis-Chalmers understood that the orders would be 
put through the account of its dealer. 

Allis-Chalmers also said it was customary for it to issue two sets 
of invoices when a dealer’s order was to be shipped to and paid for 
by a third party. The invoices to Intercontinental, they pointed out, 
were strictly memoranda types and were not recorded on the books of 
Allis-Chalmers, and that they had reserved no commissions or any dis- 
count for any dealer or for Intercontinental. 

They had billed Intercontinental the net cost, that is, the list price 
less the discount. Later that same month the Agency requested a firm 
in New York to make an examination of the books of Intercontinental 
Equipment Co. in New York. Its report indicated that Interconti- 
nental’s books showed sales financed by ECA in the amount of $435,- 
198.51 at a purchase cost of $370,357.66; cash discounts allowed by 
Allis-Chalmers in the amount of $22,512.03, and gross profits in the 
amount of $87,362.88. 

Now, in June of that same year—June 1950—we found instances 

f shipme nts by Allis Chalmers direct to Tractor Co. in Dakar in 
F rench West Africa at list price, billing it 20 percent off list, 6 per- 
cent cash discount. And the rs ney took the position that if tractors 
could be bought directly from Allis-Chalmers DY this tractor outfit 
in French West Africa at those prices, there was no basis on which 
the Agency should be expected to finance a deal through a third party 
which would have the effect of depriving the United States Grovern- 
ment of the dollars involved. 

As a result, in June of 1950, the ECA requested a refund for the 
full amount of the transacting of $444,836.87 from the French Gov- 
ernment, and which refund was paid on August 25, 1950. 

Later that same year another case of overpricing amounting to 
$19,068.65 came to our attention, and the same firms were involved. 
This led to a discussion with French Embassy representatives in 
Washington to look into the situation and find out what action would 
be possible either by MSA or by the French Government—MSA as 
against the Intercontinental Co., or the French Government as against 
the importers. 

The case was referred in Aucust of that vear to our Investigations 
Division; and it was later referred to the Criminal Division of the 
Department of Justice in October of 1950. together with al! the perti- 
nent files on the case. At a subsequent date, it is our understanding 
that the Department of Justice referred the case to the FBI for 
investigating; and in January of 1953 the United States district at 
tol hey for the Southern District of New York declined criminal prose- 
cution because of lack of proof of any intent to defraud, and because 
there had bee no real damage to the United states Government. 
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g, of course, to the fact that we had obtained a refund of all 
the funds involved. And in September of 1953 the Criminal Division 
of the United States Department of Justice, after studying the matter 
and agreeing with the attorney in the Southern District in New York, 
notified the Agency to that effect. 

Mr. Brownson. In other words, as I understand your summary, 
Intercontinental billed the Agency for the full list price of the trac- 
tors, and in some instances more than the list price; is that true / 

Mr. Murpny. Yes, sir. 

Mr. Brownson. Intercontinental’s customer was ‘5. A. Tractor in 
Paris, which is the French firm distributing Allis-Chalmers tractors, 
the firm from which Intercontinental purchased these tractors; is that 
correct ¢ 

Mr. Murpny. Yes, sir, I believe it is. I would like to refer to your 
previous question. You said in some instances it was more than the 
list price. I am advised there was no instance where it was actually 
more; but it was at least list price. 

Mr. Brownson. Intercontinental, as I understand it, was not a dis- 
tributor of Allis-Chalmers tractors, but Allis-Chalmers sold these 
tractors to Intercontinental with the full knowledge that the destina- 
tion was to be Allis-Chalmers distributors in Paris, S. A. Tractor? 

Mr. Murpuy. Well, the destination—the actual destination of the 
tractors was French West Africa; but the transaction would be 
through the dealer in Paris or Dakar. 

Mr. Brownson. In other words, Allis-Chalmers introduced an addi- 
tional channel in the normal trade relationships in this case? Ordi 
narily Allis-Chalmers would have provided tractors direct to their 
own dealer, S. A. Tracor? 

Mr. Murpny. Yes, sir. 

Mr. Brownson. But in this particular case they went through an 
extra agency, through Intercontinental ? 

Mr. Murpuy. That is correct. And I understand that was at the 
request of the Dakar firm—this Societe Tractor, the French firm. 

Mr. Brownson. Well, that was actually the Dakar office of the same 
French firm; was it not ? 

Mr. Murpny. Yes, sir; that is correct, as I understand it. 

Mr. Brownson. Allis-Chalmers, while it received net payment, 
less discount, from Intercontinental, sent duplicate invoices to its 
distributors, S. A. Tractor of Paris; is that right ? 

Mr. Murreny. That is correct. 

Mr. Brownson. And when the Agency asked for an explanation 
from Allis-Chalmers the firm replied that it had knowledge that its 
sales to Intercontinental were to go to S. A. Tractor, Paris. The firm 
admitted that the invoices issued to Intercontinental selling the trac 
tors to that firm were not the invoices they had used for recording 
the transactions on Allis-Chalmers’ books: is that right ? 

Mr. Murpuy. Yes, sir. 

Mr. Brownson. In other words, on Allis-Chalmers’ books the trans 
actions with Intercontinental were recorded as regular transactions 
with their French distributor. The company disclaimed that it had 
reserved commissions or any part thereof for either Intercontinental 
or S. A. Tractor; is that correct ? 


referring 
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Mr. Murruy. That is correct. Keeping in mind, of course, sir, 
that all this time we were doing business through this third party, 
the Intercontinental, Allis-Chalmers was not directly involved in the 
financing of this particular transaction insofar as the Agency was 
concerned at this point. 

Mr. Brownson. I would like to have the record note the presence 
in the hearing room of the distinguished Congressman from Virginia, 
Mr. Porter Hardy. 

Mr. Harpy. Mr. Chairman, I appreciate your recognition of my 
presence, having been at one time a member of the august Committee 
on Government Operations. I have taken the li berty of bringing my 
guests with me; six very attractive young ladies in high school. They 

anted to see a congressional committee in ope ration, and I thought 
this would be a splendid place to bring them. 

Mr. Brownson. Thank you very much. This indicates that the 
charms of Virginia are not entire ly outdoors, 

Mr. Harpy. [am particularly de lgpied that they have the pleasure 
of seeing one of our most charming lady Members of the House in 
action, Mrs. St. George. 

Mrs. Sr. Grorce. May I say that I am also delighted to see so 
many charming members of my sex, and to see they are all so inter 
ested in these matters. 

Mr. Harpy. Thank you very much. 

Mr. Brownson. This cert: ainly indicates that chivalry is not dead. 

Mr. Wiutu1aMs. I would also like to add that my colle ague from 
New Jersey, Representative Kean, was here, and I think he brought 
some friends from New Je ‘rsey, some rather young ones, too, who are 
observing this committee here today. 

Mr. Brownson. Thank you very much. I am sorry that the chair 

man missed him at the moment when he was here, and am happy that 
he brought his guests to us, too, on this occasion. 
The Agency then, as I understand it, employed a New York account 
ig firm to examine Intercontinental’s books, and the firm reported 
iat ECA had financed shipments amounting to $435,198.51 at a 
pure hase cost of $370,357.66 : 1s that right ? 

Mr. Murruy. Yes, sir. 

Mr. Brownson. In addition, it had received cash discounts amount- 
ing to $22,512.03 from Allis-Chalmers: is that correct ? 

Mr. Murpry. Yes, sir. 

Mr. BRrowNson. The books, as I understand, showed a gross profit, 
therefore, of $87,352.88, which is the difference between amount billed 
by Allis-C haeawe to S. A. Tractor of $370,000, less $22,000 cash 
discount or net of $347,000: is that right ? 

Mr. Murpny. Yes, sir. 

Mr. Brownson. This represents the amount that the United States 
would not have had to pay had 8. A. Tractor, Paris, purchased these 
tractors in the usual way from Allis-Chalmers. 

Mr. Murruy. Yes, sir. 

Mr. Brownson. Now, further proof that S. A. Tractor could buy 
direct from Allis-Chalmers was a previous case ‘which listed shipments 
of tractors by Allis-Chalmers directly to Tractor in Dakar, Africa, at 
list price less 20 percent, less 6 percent cash discount; is that correct ? 

Mr. Mourpeny. Yes, sir, it is. 
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Mr. Brownson. What action was taken by the Agency ¢ 

Mr. Murreny. Well, sir, the Agency requested and obtained from 
the French Government a refund in the full amount of the transaction 
which it had financed, and referred the case to the Department of 
Justice for investigation. 

Mr. Brownson. Mrs. St. George, do you have any questions / 

Mrs. Sr. Grorce. Well, I know that the French Government was in 
the end the one that made good on this; is that correct / 

Mr. Murpny. Yes. 

Mrs. St. Grorce. What, in your opinion, was the exact role of the 
Allis-Chalmers Co. in all this! Do you feel that they were to blame 
for this situation!’ I notice they again, like Remington Rand, got out 
scot free from the whole thing. And I was wondering whether there 
Was any reason to believe that they also were guilty of a certain amount 
of devious work, to put it politely. 

Mr. Murreuy. That is a very difficult question, Mrs. St. George. As 
I pointed out, Allis-Chalmers was not directly involved with the 
Agency in this transaction. It was Intercontinental Equipment Co. 
which was doing this. 

Mrs. St. Grorce. Which was the French company ¢ 

Mr. Murpeny. No; that is an American company. 

Mrs. Sr. George. Which is New York, too? 

Mr. Murpny. Yes. 

Mrs. Sr. Grorce. Well, what I am getting at is that it seems to me 
that all these transactions are doing our credit in the foreign countries 
a great deal of harm. Now, the French Government came out of this 
definitely the loser, from what I heard this morning; and yet these two 
companies of ours who, frankly, it seems to me are at the bottom of the 
whole thing vo scot free. 

Mr. Mureny. That’s right. The French Government, of course, 
did refund the money. 

Mrs. Sv. GrorGe. $444,000 here. 

Mr. Murreny. Also they certainly lost, to the extent that discounts 
were involved. 

Mrs. Sr. Georce. Now, were these tractors going to remain as the 
possession of the French Government or were they to be resold ? 

Mr. Murrnuy. I believe they were for resale, Madam Congressman. 
The French Government would collect the French frane equivalent 
from the user. 

Mrs. Sr. Grorer. And the user would be a private company or indi 
vidual ¢ 

Mr. Murrny. Yes, ma’am. 

Mr. Brownson. Would this transaction have had any result on the 
ultimate retail price on the private French contractor or individual ? 

Mr. Murpny. Yes, sir. When we put out the full $444,000 we re- 
quired a deposit of that amount of counterpart in the account that is 
due to receive such funds. It follows when they paid the $444,000 
back, we, of course, had to surrender that amount of counterpart back 
tothe Government. In other words, we no longer had any claim to the 
counterpart because we were no longer a party to the transaction. 

Now, the result, of course is that the French Government ended up 
by financing the import of these items with their own free dollars, 
which they obviously had not intended to do in the first instance. Also, 
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the user in the final case may have had to pay more than he otherwise 
would have been required to pay. 

Mrs. Sr. Georcr. Mr. Chairman, they received some very unfavor- 
able publicity in France. 

Mr. Brownson. Certainly among the construction industries it 
would not have added greatly to the American prestige. 

Ido you have any questions, Mr. Ikard ¢ 

Mr. Ikarp. No questions. 

Mr. Brownson. Mr. Williams, do you have any questions ? 

Mr. Witiiams. No questions. 

Mr. Brownson. This is a fairly con:plex matter, and while we have 
established the general outline I would like to ask our chief counsel, 
Mr. Kennelly, to ask some questions. 

Mr. Kennetiy. Did these memorandum invoices that you sent to 
S. A. Tractor in Paris indicate that S. A. Tractor was the buyer ? 

Mr. Murrny. The invoices sent to the firm in Paris were actually the 
registered invoices. The memorandum invoices were the ones issued 
to Intercontinental Equipment Co. The registered invoices, the ones 
which went to the Paris firm, were the basis for entry on the Allis- 
(‘halmers books. 

Mr. Kennetiy. The invoices you received were the memorandum 
nvoices that had no numbers on them ? 

Mr. Murreny. We did not receive the invoices which Allis-Chalmers 
furnished to Intercontinental, although we know of the existence of 
those memorandum invoices. 

We received invoices by Intercontinental itself for the gross price 
of the transaction. 

Mr. Kennetiy. Those were invoices by Intercontinental to the con- 
tractors in France and French Africa ? 

Mr. Murpny. That is correct. 

Mr. Kennetiy. Then ECA became suspicious of these transactions 


because there were no discounts listed on the invoices, is that correct ? 

Mr. Mureny. That is right. 

Mr. Kennetity. Following that, ECA wrote to Allis-Chalmers and 
isked then 9 | understand, for copies of invoices from Allis-Chalmers 
to Intercontinental, is that right ? 

Mr. Murrny. Yes, that is correct, sir. 

Mr. Kennetiy. And at that time they received from Allis-Chalmers 
oples of the invoices from Allis Chalmers to S. A. Tractor in Paris, 

that correct ¢ 

Mr. Murrpuy. That is correct. 

Mr. Kennetiy. You say that those invoices were registered invoices 
with numbers on them ? 

Mr. Murpeny. That is how they described them in their transmittal] 
tous. They referred to them as their registered invoices which formed 
the basis of the records of the transaction on their books and they cas- 
tially dismissed the other type as memorandums which were not used 
for entry in their books. 

Mr. Kennewiy. But those invoices did not refer to Intercontinental, 

ut ol ly to S. A. Tractor ? 

Mr. Murpny. Well. there were two sets. The registered invoices— 

ley referred to S. A. Tractor. The memorandum invoices did refer 


to Intercontinental Kquipme nt. 
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Mr. Kennewiy. The invoices you received from Intercontinental 
when Intercontinental applied for reimbursement, were they regis- 
tered invoices or memorandum invoices ? 

Mr. Murruy. They were Intercontinental’s own regular invoices. 

Mr. Kennetiy. They were registered invoices, as far as Intercon- 
tinental was concerned 4 

Mr. Murpny. I believe so. 

Mr. Kennetiy. You received another set of invoices in the name of 
Allis-Chalmers to S. A. Tractor ? 

Mr. Murpny. And still a third set from Ailis-Chalmers to Inter- 
continental which Allis-Chalmers described as memorandum invoices. 
Those later two sets we received as a result of our request to Allis 
Chalmers. 

Mr. Kennetiy. Did you ever inquire into whether or not title to 
these tractors had ever passed from Intercontinental to S. A. Tractor / 

Mr. Murp i No, I did not, sir. I don’t know whether that ever 
happened. I doubt that it happened. 

Mr. Kennetiy. In your opinion, then, title passed from Allis- 
Chalmers to Intercontinental directly to the contractors in France and 
French Africa ? 

Mr. Mureny. That is my understanding, yes, sir. 

Mr. Kennetty. Did your inquiry ever develop whether or not, when 
Intercontinental entered into this deal origin: lly, there was any agree 
ment between Intercontinental and S .A. Tractor 

Mr. Mureny. I think that is a fair assumption, because, as I pre 
viously stated, the preparation of the invoices by Allis-Chalmers in 
the manner described apparently was the direct, written request of 
the Dakar office of Tractor. So they did have knowledge of the trans- 
action. 

Mr. Kenne zy. I talked last night by long-distance telephone from 
New Orleans to Mr. DuBois, president of Intercontinental Equipment 
Co., and he told me that when they entered into this deal that they had 
no agreement with S. A. Tractor, that what had happened—and I 
want to say this for the record in fairness to the Intercontinental 
Equipment Co.—he said they established their corporation about 5 
years ago and they had some deals with contractors who were going to 
use these tractors for building airstrips in French Africa; that they 
came to the United States and made inquiry and found out that they 
could buy directly from Allis-Chalmers factory at a discount of 5 per 
cent, I think it was, and get a better purchasing price than if they 
bought through domestic dealers in the United States representing 
Allis-Chalmers. 

But at the time their deal was with the contractors in French Africa 
and Allis-Chalmers and not with the S. A. Tractor. 

Mr. Murpny. Well, the information I have, Mr. Kennelly, is that 
incorporated in a letter from Mr. Statler of Allis-Chalmers Manu- 
facturing Co., dated March 1, 1950, from which I quote: 

We wish to confirm our verbal conversation with you of February 28 wherein 
we advised that the Intercontinental Equipment Co. is not considered one of our 
dealers. This particular firm represents our dealer in Paris, France; Tractor, 
S. A. R. L., and our dealer in Dakar, French West Africa; Societe Africaine 
Pigeon. 

The orders covering shipment of merchandise to Brazzaville were accepted by 
us with the knowledge and approval of Tractor, S. A. R. L. and were put through 
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the account of our Paris dealer with memo invoices for collection and shipping 
in the name of Intercontinental Equipment. 

Mr. Kennewiy. Your conclusion is that when this deal went through 
there was knowledge on the part of Intercontinental that S. A. Tractor 
was in on the deal ¢ 

Mr. Moreny. That is correct. That is my impression. 

Mr. Kennetiy. You said, I think, that a profit of some $87,000- 
plus was shown on the books of the Intercontinental Equipment Co. 
when a New York accounting firm audited their books # 

Mr. Murenuy. That is correct. 

Mr. Kennetiy. Did you ever find out what distribution if any was 
made of that $87,000 ? 

Mr. Murreuy. No, we did not. 

Mr. Kennetity. Do you know whether or not 8. A. Tractor ever 
realized any part of that profit ? 

Mr. Murpuy. No, we did not. 

Mr. Kennetiy. Do you know whether or not the Department of 
Justice is going into that phase of the case ? 

Mr. Murpuy. I could not say, Mr. Kennelly. They did make an 
investigation, as I indicated, and they may very well have gone into 
the aspects of that case, but I have no knowledge of it one way or the 
other. 

Mr. Kennetity. Some $444,000-plus was refunded by the Govern- 
ment of France to the United States, is that correct ? 

Mr. Murruy. Yes, sir. 

Mr. Kennetxiy. Was this money reprogramed to France? 

Mr. Mourrnuy. Yes, sir; it was. 

Mr. Kennexxiy. Those are all the questions I have, Mr. Chairman. 

Mr. Brownson. Are there any further questions on this case ? 

Mr. Murphy, again we want to express to you our appreciation for 
the cooperation of your agency and your personnel and compliment 
your agency on the evidences of the end-use checks we have discussed 
here. 

There was one question raised by Mr. Othman in his column and 
that is the question of whether or not while we were worrying about 
the vermifuge pills which were sent to Indochina and worrying about 
what to do with the particular ones that had the thin covering, the 
hexylrescorcinal pills, whether additional pills were sent out there so 
that the program did not suffer because of that difficulty. 

Mr. Murruy. I do not know the answer to that, sir. I would be 
glad to check into that and find out and insert it in the record.’ 

Mr. Brownson. I would appreciate it if you would, because it 
seems to me that because of a technicality the program became bogged 
down. The program was good in the first place, and had a good ‘deal 
of merit. It should not be allowed to die out while we are haggling 
over who owes who what. 

Mr. Murrny. Yes, sir. 

Mr. Brownson. Thank you for your cooperation, and thank Gov- 
ernor Stassen and everyone else in the agency who assisted in our 
examination of these matters for their efforts. If there is anything 





FOA later stated no hexylresorcinol pills were sent to Indochina to replace the ones 
which were not usable 
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further you would care to include in the record which you feel you 
did not have an opportunity to include prior to this time, you may 
clo so. 

Mr. Murpny. There is just one item I would like to refer to, Mr. 
Chairman, that has to do with the Maajang fishing boats. I think 
an explanation might be in order. In the earlier testimony it was 
brought out that the project involved was described as one of the most 
successful projects undertaken in Indonesia and in the light of the 
circumstances surrounding this particular procurement I think it 
might be advisable at this point to indicate that the comment made 
in that instance was directed to the nature of the project itself, the 
substance of the project which, as I understand it, accounted for 20 
percent of the 40,000-ton increase in fish take in Indonesia in that year. 

There is no question, however, in my mind, that had the boats which 
had been procured been exactly as specified that the take would have 
been even greater. 

Mr. Brownson. In other words, had the boats held water the project 
would have held water ? 

Mr. Murrny. No, sir; the project held water even though the boats 
may not have held water. 

I would like also to thank the committee for your consideration, 
which has been very much appreciated. 

Mr. Brownson. Thank you very much. 

There will be a possibility of additional hearings which will prob- 
ably not require too much cooperation from the FOA, aside from 
requiring certain material. 

If the staff finds in its further investigation on the matter of the 
trucks and the hexylresorcinol pills and in consultation with the GSA, 
EPS, and the Food and Drug Administration that further hearings 
are justified in this case, they might be held. 

Mr. Murruy. We will be glad to cooperate. 

Mr. Brownson. The hearing is adjourned. 

(Whereupon, at 11:58 a. m., the hearing was adjourned. ) 





APPENDIX 


Exutsir 2A 


OFFICE MEMORANDUM, UNITED STATES GOVER? 


In Reply Refer to: EDL. 
To: Mr. William A. Wells, PMC, MSA, 
From: C. W. Westerkamp, Liaison Office, EPS, GSA. 
Subject: Claims by STEM Indonesia, in connection with Majang Boats under 
PR 97-S58S—F001-6509-1 and 6525-1 
This refers to your routing slip of April 21, transmitting memorandums and 
etters by STEM Indonesia and representatives of Indonesian Government, in 
connection with the subject requisitions. At your request, copies of this corre- 
spondence was forwarded to our Tokyo Office on April 24. I am attaching 
hereto Mr. Morton’s reply of June 2, with one enclosure, the International In- 
spection Agency, R. J. Del Pan Corporation’s report of May 28, 1952. 
Thanks 


B. Be 
Attachment 


ExHIpit 2B 


GENERAL SERVICES ADMINISTRATION, 
EMERGENCY PROCUREMENT SERVICE, 
Far EASTERN OFFICE, 
Tokyo, Japan, June 2, 1952. 
Subject : PR 97—858—F001-6509-1, Our Case No. I-1—-2, Majang Boats. PR 97—-858- 
POO1—-6525-1, Our Case No. I—-1—3, Bonito Boats. 
Mr. A. J. WALSH, 
Commissioner, General Services Administration Emergency Procurement 
Service, Washington 25, D. ¢ 
DEAR MR. WALSH: Reference is made to your letter EDL dated 24 April 1952 
and attachments thereto concerning the subject requirements 
Upon receipt of your above letter the matter was immediately referred to the 
agency responsible for the inspection of the vessels in question prior to export. 
Attached hereto are copies (2) of the inspector’s reply as to possible factors 
responsible for the vessels not performing as desired. Copies of the attachment 
are also being forwarded to STEM, Djakarta. 
Very truly yours, 
HAMILTON Morton, Manager. 
Attach. as stated. 


ExHIstit 2C 


INTERNATIONAL INSPECTION AGENCY, 
R. J. DEL PAN Corp., 


May 28, 1952. 
Letter No. 62. 


Subj: Case No. I-1-2, Majang Boats. Case No. I-1-3, Bonito Boats. 
Ref: Ltr: JAK-2796. Ltr. JAK-2798. Memo to E. L. Waldee from Robert L. 

Green. 
Mr. HamiLton Morton, 

General Services Administration, Emergency Procurement Service, San Shin 
Bldg., Yurakucho Chiyodaku Tokyo. 

GENTLEMEN : We have received your letter requesting comments on facts noted 
in the above referenced letters in regard to the faults found in the fishing vessels 
Shipped to Indonesia. 
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Majang Engine: Scme of the basic causes of cracked piston heads can be 
attributed to those listed in the above referenced letters. There could, and are, 
many other reasons why a piston head will crack. However, of most importance, 
in our opinion, is that the facts leading up to these basic causes must be con- 
sidered. Primarily we feel that an examination or investigation should be 
first made on whether the operating engineers were sufficiently qualified and 
properly instructed in the operation and maintenance of these engines. The 
writer recalls that Mr. Firth of the STEM organization in Djakarta was very 
concerned on this point, to the extent that he inquired whether our organization 
could supply the necessary personnel in Indonesia to train the engineers and 
operators in operation and maintenance, and stated that he would upon his 
return to Djakarta, attempt to induce the proper authorities to set up a training 
program. This was done because he felt from his experience on the spot that 
Indonesia lacked the proper type of operator. Since we heard no more about 
this we considered he was not able to induce the aurhorities to take such steps. 
It is the writer’s opinion that all the fault lies in the fact that the operaors 
were not trained in proper operation and maintenance. Similar conclusions can 
be drawn from the following deductions. 

(1) Since inference is made that the engines overheated, no statement indi- 
cating definitely that this overheating was not caused by operating the engines 
at excessive high speeds for extended periods of time. 

(2) Although while in operation the engines were overheating no corrective 
action was taken until serious damage was incurred. 

(3) If timing was faulty this could have been corrected by the operating engi 
neers before serious damage could result. 

(4) Fuel nozzles could be checked and adjusted to suit the fuel available by 
the operating engineer, during the necessary frequent checking and cleaning oper- 
ations. However, no indications in your letters or reports show that a main 
tenance schedule was instituted or carried out. 

(5) The use of wrong or poor quality lubricating oils should have been observed 
by the operating engineer and corrected as part of the maintenance program, 

On the basis of information received it is almost impossible to make a deter- 
mination of the actual causes for the troubles experienced in Indonesia other 
than the 5 points listed above. We are quite familiar with the Majang engines 
inasmuch as we do extensive work for the Yamma Engine people, manufacturers 
of the engines in the Majang boats, and to date this is the first instance of any 
troubles occurring of the type indicated in the referenced letters Having 
inspected to date many thousands of these engines and received many letters 
of inquiry in reference to the previously delivered engines, we can only draw 
one conclusion, and that is that the conditions were not conducive to continuous 
efficient operation. 

The engines in the Majang boats were carefully inspected and did conform 
to the specifications. At the factory the performance tests and trial runs showed 
no overheating or other undue faults. 

We wish to recommend that the following steps be taken: 

(a) That either the manufacturer, engineers or our engineers, be sent to 
Djakarta to determine the actual causes of the damage to these engines. 

(b) That our marine technical advisors be sent to Djakarta to advise and 
instruct in the actual vessel operation, handling, and maintenance. 

(c) That governor stops be incorporated into the engines as a prevention 
against excessive high speeds over long periods of time, thus eliminating over- 
heating from this cause, 

(d) Thatif (a) and (6) cannot be carried out, then a program of operational 
instructions and proper maintenance schedules be immediately instituted; this 
to safeguard against any future troubles with the engines. 

Hulls: The subject vessels were constructed in accordance with specifications, 
blueprints, and Japanese wooden shipbuilding rules. The materials used in these 
vessels were inspected in accordance with the above rules, specifications, and 
regulations. All timber used was seasoned and a special precaution taken that 
the seasoning was proper by utilizing electric moisture meters to determine the 
moisture content of all the timber used in the construction. Continuous inspeec- 
tion at the site of construction was strictly maintained. Besides this, members 
of the STEM Mission of Djakarta made inspections to their satisfaction. Inci- 
dentally, sizes of the various strength members were increased prior to final 
acceptance of the specifications. A far more sturdy vessel than the original 
specifications was constructed better than ever before for this type of vessel. 
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It must be remembered that the temperatures and humidities in Japan are far 
different than those in Djakarta and that the vessels undertook a voyage to 
Indonesia within the holds and on the decks of a larger carrier vessel. These 
two points could be causes for some shrinkage on the part of the wooden struc- 
ture. However, the STEM fishery expert, Mr. Firth, was cognizant of the fact 
and, in conjunction with our instructions, issued instructions of his own to the 
carrier that the cargo of Majang boats be watered or washed down at least twice 
a day during the voyage. Whether this was carried out is unknown to us. 
Nevertheless, the new wood vessels stored within a hold or on deck of a vessel 
should have been carefully gone over upon arrival, to tighten seams and make 
whatever necessary recaulking loosened during the voyage. This is a necessary 
precaution before putting the vessels into operation. Further, a recheck after 
the first two months of shakedown would necessarily require some caulking or 
retightening of caulking. After that this should be repeated at least once a 
year. 

In accordance with Japanese wooden shipbuilding regulations, hatches and cer- 
tain type of hatch covers may be constructed without caulking. The hatches on 
the Majang boats fall in this category. Since these vessels were equipped 
with inner hatch covers for insulation, we deem this caulking of hatch covers 
unnecessary 

The use of galvanized iron bolts is in accordance with standard Japanese ship- 
building rules and practices and using copper paint with these bolts is standard 
practice here. Why copper paint cannot be used with iren bolts is beyond our 
comprehension, especially since wooden plugs are placed atop these bolts. It 
must be remembered that these wooden plugs after certain usage will loosen, 
but in no way affect the seaworthiness or watertight efficiency of the vessel. 

The loosening of copper sheathing can be caused by several factors: 

(a) Deformation of hull due to poor handling on loading or unloading at 
discharge. 

(b) Deformation of hull due to natural set after short period of usage, as well 
as deformation caused by poor handling of vessel in rough seas, docking, ground- 
ing, or hitting submerged objects. 

(c) Possible vibration and pounding caused by excessive speeds, heavy seas. 

(d) Indiscriminate beaching of vessel. 

All sheathing was examined upon completion of loading and found in good 
order. Normally, in the general upkeep of the vessel proper, sheathing requires 
additional fastening periodically with additional copper nails as it becomes 
loosened. The wooden plugs over iron bolt fastenings are put in place solely 
to eliminate electrolytic action, which occurs if the plugs are not in place and 
the copper sheathing contacts the bolts. 

Regarding the bent propeller shaft, this no doubt occurs after some usage, 
inasmuch as our trial runs indicated no shafts out of order and no excessive 
vibration noted. The possible causes for the bent shaft could be hogging of 
the vessel during discharge or loading, accidental dropping of weights on shaft, 
or lack of normal adjustment after the vessels set. 

It is customary that in tropical waters the vessel’s hull is examined and over- 
hauled at least every six months; in the case of smaller vessels this should be 
done even oftener. 

We hope the comments as outlined above will be helpful in your findings, and 
will be pleased to submit additional information if more specific information 
is received 

Very truly yours, 
WALTER J. SIMMONS, 
President, R. J. Del Pan Corp. 


ExuIsit 2D 
Tokyo, JAPAN, September 26, 1951. 


MEETING WitH YANMAR DIESEL ENGINE COMPANY OFFICIALS To Discuss INSPEC- 
rION OF Morors IN MAJAN Boats (REportT By Mr. Firre ) 


This meeting was held in the conference room of the Yanmar Diesel Engine 
Company and attended by Japan Cotton and Central Trading Company repre- 
sentatives, Del Pan Inspection Service’s Mr. B. Alden and three engineers, Mr. 
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Takanaka, Adviser to Yanmar Company, Yanmar officials Mr. Kishimoto, Di 
rector, Mr. Kondo, Chief Designer, Mr. Yago, Sales Manager, Mr. Takahashi, 
Chief of production for all factories, and Mr. F. Ek. Firth representing ECA and 
GSA. 

Mr. Firth presented the actual materials found in the various motors and the 
attached inspection chart prepared by the Indonesian Seafisheries Service which 
showed dates of inspection, boat and motor numbers and objects discovered ir 
the crankcases, 

Mr. Firth asked them to explain how these things got inside the engine and 
they stated they would have to be placed there by someone. I asked them if they 
could identify the items and they stated that the large nut and two smaller 
needle-type bearings or pins had been made at their factory. This pointed to the 
definite fact that the source was in Japan rather than Indonesia. The Yanmar 
officials were quite concerned about it and stated that this was the tirst time such 
a thing had come to their attention—and they build on an average 30,000 units 
or engines per year. There has never been a complaint of this nature before. 

Then they drew graphs and showed the actual strainers and pumps in these 
engines which showed beyond question that regardless of the presence of these 
articles it would be impossible for them to damage the motors. Nevertheless, 
they admitted that any foreign materials in the engines might be detrimental. 
Mr. Firth asked if their employees had ever been checked for security purposes 
and they admitted they never had done so, but since this matter had been brought 
to their attention, they promised to start checking up on every employee at once 
to prevent anything like this ever occurring in the future 

These officials were very grateful to learn all the facts and showed extreme 
anxiety about the situation promising it would never again happen. 

Mr. Firth informed them that G—2 Section of GHQ was aware of the situation 
but that they (G—2) felt at the moment that it was not attemped sabotage but 
rather just plain carelessness in which the Yanmar officials also concurred, 

The Del Pan inspector who checked the engines, a native Japanese national, 
declared his inspection work was only concerned with the final motor perform- 
ance tests, after the engines were assembled and ready for operation. 

In a discussion with GSA officials after the meeting was concluded, they indi- 
cated that a thorough inspection all through the assembly operation should have 
been given by Del Pan. They will take this matter up with Del Pan officials 
shortly and report to me. 

Nothing was said about the time and labor of inspection and costs of changing 
the oil supply necessitated by the Indonesian Seafisheries people; however, this 
matter will be brought to their attention on the 2d when Mr. Firth meets with 
them again prior to leaving Tokyo. 
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ExHIstIr 5 
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ExHIBIT 9 
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EXHIBIT 16A 
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Acetylsalicylic Acid, USF, tablets, 0.324 gm (5 gr.) 1 





es Benzyl B 





vate, Saponated, USP, 1 pt. (the addition of 3 pts. 

l water results in an emulsion containing approximately 25% Benzyl 
(R, Gessel Inc.) 
0,000 viels Hexylresorcinol, 0.2 gm. pills, 5 to vial, 

ottles Tincture Merthiolate Solution, NNR/Tincture Mercresin, 1 pt. 
be ttle . 
,O00 lbs. Petrolatum, amber, USF, 1 1b. can, 
» 000 cr” inc Oxide Ointment, US USP, 1 1b. jar. 
00 boxes DDT 10% dusting powder, 1 1b. container with shaker top. 
10,000 bottles Potassium Permanganete, tablets, 0.324 gm. (5 gr.) 100 to btl. 


we 





S| GNATURE 


DATE OF ORIGINAL ISSUANCE | DATE OF THIS ISSUANCE 


September 28, 1951 | September 28, 1951 
13. FOA REGULATION I - This authorization is issued under, and is subject to the provisions of FOA Regulation 1, as 
amended at any time up to the date of this issuance. 


 _ 


14. REQUEST AND ACCEPTANCE ~- The assistance described in this authorization, to be furnished by FOA through the 


U.S. Government Agency indicated above, is hereby requested and the terms and conditions set forth herein are 
hereby accepted. 











3 
t 
: 
‘ 
: 
: 
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ExuHisrr 16A—Continued 


Procurement Authorization & iequisition No. 
95-370-00-H201-2229 


11B, - continued 


NIer 


(11) 5,000 rolls iidhesive Plaster, surgical, 
plai 


» 12" x 10 yards, 





s Soap, Soft, 1 1b. 


11C, BASIS OF DELIVERY: C&F Saigon, Vietnam 


11D. SHIPFING INSTRUCTIONS : 
(1)- To be surface shipped. 
(2) Consigned to: Special Technical & Economic Mission, c/o ‘merican 
Legation, Saigon, Vietnam. 
(3) Distribution of bills of lading to be made pursuant to letter dated 
September 25, 1950, from Transportation Division, ECA, to Storage 
& Transportation Division, General Services Administration. 

(4) Diversion clause to be included on’all bills of lading pursuant to 
instructions contained in letter dated April 30, 1951, from Trans- 
portation Division, ECA, to Storage & Transnortation Division, 
General Services Administration, 


LIE, ADDITIONAL INFORMATION: 





(1) For aiditional information, contact Mr. W.H, Hingher, Public 
Health Staff, ECA, ext. 2316. 
(2) Medical Teams - Fublic Yealth Project No. H20l. 


Reference: CPR II-VP-4, FR-256(H) 
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EXHIBIT 16B 


FOA-3036 1. PROCUREMENT AUTHOR! ZATION REQUISITION HO 
8-53 PROCUREMENT AUTHOR IZATION 95-370-00-202-22 
ARB ‘ac AMEND ENT - GIVE NUMBER 
ORGINAL me + GIVE wu 
U.S. GOVERNMENT AGENCY x | 
PURCHASE REQUISITION PARTICIPATING COUNTRY 
FORE‘GN OPERATIONS ADMINISTRATION. WASH. 25. D.C.. USA INDOCHINA 
To U.S. GOVERNMENT AGENCY REFERENCE WO COMMODITY CODE | 5. APPROPRIATIiW SYMBOL 


370 __—*|_—688/23422 


6. Source 
AUTHORITY TO PROCURE - ‘ou are hereby authorized ¢t procure the : A 
ommodities and/or services describedherein for the country speci- | United States and Possessions 


fied in block 3, fromthe source specified in ch 6, for delivery |7 O€LIVERY PERIOD 





the period specified in block 7. 


(TEMS PREVIOUS TOTAL INCREASE | DECREASE NEW TOTAL 
(a) (s) (c) (o) (e) 
‘eal — perememnnsrelenne apenas 


TOTAL VALUE atin . . 
360,000. we eo ol BOO G 
COMMODITY AND/OR 
SERVICE COST 357,852.00. 


VALUE TOLERANCE 





ADMINISTRATIVE 
cost 


QuANTITY (Ne. of unite 
UNIT OF MEASURE 


FOR FOA AND COUNTRY USE ONLY 
10. OBLIGATION VALUE 


(Thousands of Dollar 
11. PROCUREMENT INSTRUCTIONS 


11lA. MEDICINAL AND PHARMACEUTICAL PREPARATIONS 
1B. Seo: |... 
I) 10,000 bottles Sodium Bicarbonate, USP, tablets 0.6 gm (10 gr.) 
1,000 to bottle 
20,000 bottles Sodium Sulfate USP (Glauber's Salts) Gramlar 1 lb. bottle. 
20,000 bottles Benzyl Benzoate, Saponated, USP, 1 pt. bottle. 
1,500,000 vials Hexylresorcinal 0.2 gm. pills - 5 to vial. 
6,000 bottles Tincture Merthiolate Solution (or Tincture Mercresin) 
1 pt. bottle 
10,000 lbs. Petrolatum, Amber, USP, 1 lb. can. 
5,000 Jars Zinc Oxide Ointment, USP, 1 1b. jar. 
10,000 boxes NDT, 10% dusting powder, 1 lb. container with shaker top. 
10,000 bottles Potassium Permanganate 0.32) gm. (5 gr.) 100 to bottle. 
5,000 rolls Adhesive plaster, Surgical, USP, 12" x 10 yds. = plain. 
10,000 jars Soap, soft, USP, 1 1b. jar. 
(Continued on Reverse Side) 


MeO OAD 
wwe 


oa~ 


S| GNATURE FOR THE DIRECTOR 


13. FOA REGULATION I - This authorization is issued under, and is subject to t rovis n f FOA Regulation 1, as 
amended at any time up t the date of this issuance. 

EES EE EERE CURE e Oe 

14. REQUEST AND ACCEPTANCE ~- The assista described in this a z on, to b rnished by FOA through the 

vernment Agency ind . ereby requested a terms and c ditions set forth herein are 


hereby accepted. 





DATE eee ace FOR THE GOVERNMENT OF JHE ACCEPTING COUNTRY 
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ExHrsit 16B—Continued 
PROCUREMENT AUTHORIZATION & REQUISITION NO. 95-370-0 


118. SPECIFICATIONS: Contimed 
(12 30-0 bottle moquin Hydrochloride 
(Aralen) to 


or 


Economic Mission, c/o American 
ition gon, Vietnam. 
Distribution s 0 ading to be made vursuant to letter dated 
September , 1950, from Transportation Division, ECA, to Storage 
Transoortation Division, General Services Administration. 
(4) Diversion clause to be included on all bills of lading pursuant to 
i contained in letter dated April 30, 1951, from Transportation 


nt 
Division, ECA, to Storage and Transportation Division, General Services 


wormation, contact Mr. W. H. Hingher, Medical Supply, 


55281—_54——-11 











156 FOREIGN OPERATIONS ADMINISTRATION END-USE CONTROL 


ExHIBsItT 17 
Susppart D—PRICE PROVISIONS 


$2901.21 Purchase in bulk of commodities. (a) Definition. The term “ad- 
justed market price” means the market price prevailing in the United States at 
the time of the purchase, adjusted for differences in the cost of transportation to 
destination, quality, and terms of payment, as determined by the Director. 

(b) Scope This section establishes the procedures for compliance with sec 
tion 112 (1) of the Eeonomic Cooperation Act of 1948, as amended, which section 
applies to all purchases in bulk, except those where, before June 28, 1948, both: 

(1) A binding purchase contract was in effect between the parties in which the 
price, or the method for determining the price, was established, and 

(2) The procurement authorization was issued. In such excepted cases, any 
statement in the supplier’s certificate relating to the provisions of this section 
shall be deemed to be waived by FOA. 

(c) Determination of adjusted market price. Determination of the adjusted 
market price may be made by the Director in such manner as to reflect commonly 
accepted trade practices. In the case of purchases in bulk made outside the 
United States, the Director may determine that the purchase price complies with 
said section 112 (1) of the Economic Cooperation Act of 1948, as amended, if he 
determines that such price, plus cost of transportation and related charges from 
place of purchase to the participating country at established rates, does not 
exceed the market price prevailing in the United States (adjusted for differences 
in quality and terms of payment), plus cost of transportation and related charges 
at established rates to the participating country. If the price of any purchase 
in bulk exceeds the adjusted market price, the participating country shall pay 
promptly to the Director upon demand the entire amount of the purchase price. 

§ 901.22 Purchase prices—(a) Scope of this section (1) Section 112 (1) of 
the Economic Cooperation Act of 1948, as amended, establishes an upper limit 
to the prices that may be approved by FOA for purchases in bulk of commodities 
(see § 201.21) Within that limitation, it is the policy of FOA to make payment 
only for purchases of commodities, whether or not in bulk, which are made at 
prices that approximate, as nearly as practicable, lowest competitive market 
prices. It is expected that buyers, exercising prudence in their negotiations, will 
agree to pay no more than such prices. 

The rules set forth in this section are intended as a guide to buyers and sellers 
in conducting their negotiations. The rules in this part fix the point beyond 
which purchases will not be eligible for reimbursement by FOA. Compliance 
with them will make a purchase eligible for financing, and postaudit will be made 
by FOA to determine whether there has been compliance. If it appears that 
the objective of lowest competitive market prices is not being met, FOA will 
take appropriate action to impose additional limitations. 

(2) The provisions of this section shall apply to all purchases, except those 
where both: 

(i) A binding purchase contract was in effect between the parties before 
May 17, 1949, in which the price, or the method for determining the price, was 
established and 

(ii) The procurement authorization was issued before May 3, 1949. In such 
excepted cases, any statement in the supplier's certificate relating to the pro 
visions of this section shall be deemed to be waived by FOA. 

(b) Meaning of terms in this section—(1) Similar commodity. One com 
modity shall be deemed similar to another commodity if both have the same use, 
afford the purchaser equivalent serviceability, and belong to a type which would 
ordinarily be sold in the same price line. 

(2) Comparable sale. The term “comparable sale” includes all sales which 
are comparable as to quantity, quality, grade, period of delivery, supply area, 
terms of sale and class of customer. 

If special market conditions exist in a country other than the United States, a 
sale for export to such country shall not necessarily be deemed to be comparable 
to a sale for export to any other country 

(3) Competitive sellers. “Competitive sellers” shall mean sellers of the same 
class (manufacturers, merchant exporters, etc.) who are selling the same or 
similar commodities from the same supply area. 

(4) Manufacturers, producers or processors. “Manufacturers, producers or 
processors” shall mean sellers who operate a factory, mill, assembly plant, well, 
mine or similar facility in which, by mechanical of chemical apparatus or 





" SeRIN > Sinnity 


i 











REN OLE 


sarees 


' 





FOREIGN OPERATIONS ADMINISTRATION END-USE CONTROL 


other similar means, raw 
parts assembled or manipulated, in the preparation of the product for sale. 


materials or 


157 


ingredients are processed, component 


A 


seller shall not be deemed to be a manufacturer, producer or processor in an 


export sale which involves 


produce or process, 


(5) Euwport differential, 


percentage of the domestic 


practice of the seller. 


(G6) Time of purchase. 


the purchase price, o1 


between the buyer and the seller 

(co) Comparison Of priecs. 
or a similar commodity” 
with reference to the same commodity. 
comparison shall then be made with a reference to a similar commodity. 


“Export differential” shall mean the difference 
tween a domestic sale price and an export sale price computed either 
price or in accordance with any othe 


“Time of purchase” shall mean the day as of 


commodity which he did not manufacture, 


be 


established 


which 


determining the price, is established 


Wherever, in this section, the term 
is used, comparison, where possible, shall 


“same 
made 


Where such comparison is not possible, 


(2) Wherever, in this section, a comparison with a domestic sales price is 
required and such domestic price is on a different delivered basis than the export 


sales price as, for example, where the domestic 
and the export price is on an f. 


price is on an f. 0. b. plant basis 
basis, addition of inland transportation 


costs and other related and necessary inland costs to the domestic price may be 


made in order to afford a proper comparison with the export sales price. 


(3) This section requires comparison of a purchase price with other prices at 


the “time of purchase.” 


In cases where a purchase price is established between 


the parties substantially in advance of the day on which delivery is to be made, 
the Director may refuse to recognize such price for reimbursement, if: 


(i) The price is excessive in comparison with other prices for the same on 


similar commodity at the time of delivery, and 


(ii) It is not customary 
or, it is not customary for such a contract to be made without 


in the trade for such 


al 


a long term contract to be made 
a provision for a 


change in price to reflect generally prevailing prices for the commodity at the 


time of delivery. 


(d) Prices for purchases in the United States—(1) Class I; certain 


commodities. (i) Transactions I shall include all purchases 


United States of any of the following listed commodities: 


Cotton, raw 
Cotton, linters 
Cotton, waste 
Silk, raw 
Wool, raw 
Soft hemp 
Flax fiber 
Ramie fiber 
Abaca or manila fiber 
Rye 

Corn 

Oats 

Barley 

Grain sorghum 
Buckwheat 
Rye flour 
Wheat flour 
Corn flour 
Corn grits 
Cornmeal 
Rolled oats 
Soy flour 

Rice 

Sabassu kernels or nuts 
Castor beans 
Castol oil 
Cocoa butter 
Cottonseed oil 
Coconut oil 
Copra 


Fatty acids; animal, vegetable, 


Inarine origin 
Kish oils 
I’ laxseed 
(;rease, inedible 
Lanolin 
Lard 
Linseed oil 
Mustard seed 
Mustard seed oil 
Neat’s-foot oil 
Olive oil 
Palm oil 
Palm kernels 
Palm kernel oil 
Peanuts 
Peanut oil 
Rapeseed 
Rapeseed oil 
Sesame seed 
Sesame seed oil 
Sisal or henequen fiber 
Istle or tula fiber 


Couch grass or broom root fiber 


Jute fiber 

Coir or cocos fiber 

Animal hairs other than wool 
Wheat 

Soap 

Soybeans 


listed 
the 


or 
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Soybean oi Corn byproducts feeds 
Sperm oil Milk byproducts feeds 
Sunflower seed Meat byproducts feeds 
Sunflower seed oil Brewers and distillers byproducts feeds 
Tallow Turpentine 

Tung oil Natural resins 

Whale oi Tall oil, crude and refined 
Cottonseed cake or meal Beans, dry edible 

Soybear ike or meal Cocoa beans 

Linseed cake or meal Coffee, green 

Peanut cake or meal Fruit, dried 

Other oilseed cakes and meals Fruit, frsh 

Wheat mill feeds Peas, dry edible 

Mixed animal and poultry feeds Sugar, raw 

Fish serap and meal Sugar, refined 


(ii) The price (not including ocean freight or ocean marine insurance) for 
a Class I purchase shall not exceed the price prevailing in the United States in 
comparable sales of the commodity, at the time of the purchase, as evidenced 
by current bid and ask quotations in the appropriate market, adjusted by costs 
customarily and necessarily incurred in making the export sale. 

(2) Class II; purchases of unlisted commodities from manufacturers, pro- 
ducers or processors (primary sellers). (i) Transactions in Class II shall in- 
clude all purchases in the United States from a manufacturer, producer, or 
processor of any commodity except commodities listed in Class I, or subject to 
special rules under Class IV below. 

(ii) The price (not including ocean freight or ocean marine insurance (for 
a Class II purchase shall in no case exceed any price charged by the supplier 
at the time of purchase in a comparable export sale of the same or a smaller 
commodity. Nor shall it exceed the sum of the applicable figures under subdivi- 
sions (a) and (b) below: 

(a) Domestic price base. The price charged by the supplier in comparable 
domestic sales of the same or a similar commodity made during the period in 
which the supplier’s current domestic prices have been in effect. If, during that 
period, more than one price was charged in such sales, the figure under this sub- 
division (a) shall be the price charged in the comparable domestic sale made 
nearest, in point of time, to the purchase being submitted for FOA reimburse- 
ment 

If the supplier made domestic sales of the same or a similar commodity during 
the aforementioned period, but such sales were not comparable, the figure under 
this subdivision (a) shall be the price charged in the domestic sale made 
nearest, in point of time, to the purchase being submitted for FOA recognition, 
adjusted by the supplier’s customary differential between such sales and the 
sale involved in the FOA transaction. 

If the supplier made no domestic sales of the same or a similar commodity 
during the aforementioned period, the figure under this subdivision (a) shall be 
the price prevailing in the United States at the time of purchase, in comparable 
domestic sales of the same or a similar commodity by the supplier’s competitive 
sellers 

(b) Eexport differential. An export differential, if any, customarily used by 
the supplier in comparable sales of the same or a similar commodity or currently 
being used by the supplier in comparable non-FOA sales of the same or a similar 
commodity 

If the supplier has not previously made any export sales of the same or a 

milar commodity, the figure under this subdivision (b) shall be an export differ- 
ential which would be recognized for reimbursement by FOA, in comparable 
sales, at the time of purchase of the same or a similar commodity by any of the 
supplier’s competitve sellers, 

(iii) With respect to Class II transactions, FOA may refuse to recognize for 
reimbursement any purchase price which includes an export differential that is 
patently out of line with appropriate export differentials of the supplier’s com- 
petitive sellers. 

(3) Class III; purchases of unlisted commodities from sellers (secondary 
sellers) other than manufacturers, producers or processers. (i) Transactions 
in Class III shall include all purchases within the United States from a seller 
other than a manufacturer, producer or processor of any commodity except com- 
modities listed in Class I or subject to special rules under Class IV below. 
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(ii) The price (not including ocean freight or ocean marine insurance) for a 
Class III purchase shall in no case exceed any price charged by the supplier at 
the time of purchase in a comparable export sale of the same or a similar com- 
modity except to the extent necessary to reflect a difference in his acquisition 
cost of the commodity. Nor shall it exceed the sum of the applicable figures 
determined under subdivisions (a) and (b) below: 

(a) Domestic price base. The domestic price of the manufacturer, producer 
or processor of the commodity, in effect at the time of the purchase by the im 
porter. 

If the supplier is unable to ascertain the domestic price of the manufacturer, 
producer or processor of the commodity, the figure under this subdivision (@) 
shall be the domestic price of manufacturers, producers or processors of the 
same or a similar commodity, prevailing at the time of purchase by the importer 

If the same or a similar commodity is not sold in the domestic market, the 
figure under this subdivision (a) shall be the supplier’s cost of acquisition 

(b) Laxport differential. An export differential, if any, customarily used by the 
supplier in comparable sales of the same or a similar commodity or currently 
being used by the supplier in comparable non-FOA sales of the same or a similar 
commodity. 

If the supplier has not previously made any export sales of the same or a 
similar commodity the figure under this subdivision (b) shall be an export diff 
ential which would be recognized for reimbursement by FOA, in comparable 
sales at the time of purchase of the same or similar commodity by any of the 
supplier's competitive sellers. 

(iii) With respect to Class III transactions, FOA may refuse to recognize for 
reimbursement any purchase price which includes an export differential that is 
patently out of line with appropriate export differentials of the supplier's com 
petitive sellers, 

(4) Class IV; special rules for certain commodities. Special rules for certain 
commodities may be established, from time to time by the Director. 

(i) Petroleum products. (a) Purchases from any source: A price for a pur 
chase of a petroleum product from any source will not be approved for reim 
bursement if it results in a delivered cost to the participating country which is 
in excess of the lowest prevailing delivered cost on the date the purchase price 
is fixed for a comparable export sale of the same or similar commodity to suc} 
participating country from any alternative source of supply from which the 
commodity is available for export in sufficient quantity 

(6) Purchases from sources other than the United States: A price for a pur 
chase of a petroleum product from sources other than the United States will be 
approved for reimbursement if it complies with the requirements of § 201.21 and 
of paragraph (e) (2) of this section, and, unless from a supply area excepted by 
FOA, does not exceed the lowest competitive market price in the United States 
for a comparable export sale of the same or a similar commodity on the date the 
purchase price is fixed. 

(c) For purposes of this subdivision “price” shall mean the realized f. 0. b. 
price or realized net back. 

(e) Prices for purchases outside the United States—(1) Commoditics listed 
in Class I above. (i) The price plus cost of transportation to the port of entry 
in the participating country for a purchase outside the United States of a com 
modity listed in Class I above shall not exceed the price prevailing in the United 
States in comparable sales of the commodity at the time of purchase, as ey 
denced by current bid and ask quotations, adjusted by costs customarily and 
necessarily incurred in making the export sale, plus cost of transportation to 
the port of entry in the participating country. 

Nor shall the price exceed the prevailing export market price at the time of 
purchase in comparable sales of the commodity from the source country 

(ii) Sugar. In addition, in the case of sugar, the purchase price shall not 
exceed the world price as derived from the daily market quotation on World 
Raws, No. 4 Contract, fF. A. S. Cuban Ports, adjusted for differences in quality, 
bagging, cost of transportation to destination, and other appropriate con 
siderations. 

(2) Unlisted commodities. A price for a purchase outside the United States 
of a commodity which is not listed in Class I above or subject to special rules 
under Class IV above will be approved for reimbursement if: 

(i) It does not exceed any price charged by the supplier at the time of purchase 
in a comparable export sale of the same or a similar commodity; and 
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(ii) It does not exceed the export market price prevailing at the time of pur- 
chase in comparable sales of the same or a similar commodity by the “principal 
suppliers” in the source country, determined by applying to that country as 
nearly as may be, the rules set forth in paragraph (d) (2) of this section; and 

(iii) It results in a delivered cost to the port of entry in the participating 
country no higher than the delivered cost which would have been incurred in a 
purchase for export of the same or a similar commodity from one of the 

principal suppliers” in the United States. 

For the purposes of this subparagraph, a supplier shall be deemed a “principal 
supplier” if he is one of the group of the largest volume suppliers responsible for 
50 percent of the export sales of the commodity from the United States, or source 

ountry, whichever is applicable 


EXHIBIT 21 
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Office Memorandum ._ UNITED STATES oman’ 


BTANDARD FORM N® 64 


TO Mutual Security Agency 
800 Connecticut Ave., N..., Washington, D. C. DATE: May 21, 1953 
FROM Mr - E. Schwartz, Chief Agricultural O*ficer 
SUBJECT TEM/Saigon, c American Embassy ‘ 
eport on Tractor ° 2746 
Att ed is a report covering the condition of the tractors 


requested in MUSTQ $04 and\ MUSTO 790, teceived on December 3), 1952, 


and April 3, 1953, pespectively 
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OFFICE MEMORANDUM, UNITED STATES GOVERN MENT 


May 21, 1953 
To: Mutual Security Agency. 
From: H. E. Schwartz, Chief, Agricultural Division. 
Subject: Summarized Report on condition of remanufactured International 
TD-18 tractors for Project II1I-CP-—11—Mechanization for Battambang Rice 
Service FR 340 PR 95-740-00- 308-2276. 


‘ 


The four tractors are identified as follows: 


Serial Number | Engine Number 
DR 17500T7BH | TDRM 19814 

2 rDR 100382-7CC Not shown on motor, 
} PDR 13084 rORM 15076. 
4 * rDR 11941 PIORM 12086. 


These tractors were delivered at Saigon on July 21, 1952. Even before their 
removal from the port at Saigon the initial examination made by Mr. L. I. Keller 
of CARIC of Saigon and the Agricultural Officer indicated that the tractors were 
not in the best condition and would require extensive repairs at a very early date. 
The tractors were inspected and serviced by CARIC of Saigon, the local ma- 
chinery firm handling International Harvester equipment before reshipment to 
Cambodia. At the time of this inspection and servicing, CARIC revealed that 
the rebuilt equipment was not up to required standards as set forth in a report 
to the Agricultural Officer by Mr. L. I. Keller, Manager, International Harvester 
Division, CARIC, Saigon. (Exhibit A). 

At the request of the Agricultural Officer about the middle of December, both 
Mr. Mike Berrigan, Public Works Engineer and V. D. Isbell, Heavy Equipment 
Supervisor, both of U. S. STEM, inspected the four tractors at Phnom Penh, 
Cambodia, following their reshipment to that location. Also, at that time, a 
request was made to Mr. Keller of CARIC, Saigon, to submit a report setting 
forth his impression of the equipment at the time of its arrival in Saigon and a 
detailed enumeration of the repair and service work which was hecessaury pre 
paratory to its availability for shipment to Cambodia. The three roports are 
identified as follows: 

CARIC Report dated February 20, 1953 (Exhibit A) ; 

Berrigan’s report dated December 15, 1952 (Exhibit B) ; and the 

Ishell report dated December 9, 1952 (Exhibit C). 

In a letter dated December 13, 1952, Mr. P. Cadet, Chief of Public Works 
Subdivision, ’hnom Penh, expressed his views on the general condition of the 
tractors. (Exhibit D.) 

Following the shipment of the tractors to the Mechanized Station at Battam- 
bang, Cambodia, Mr. Georges Francois, Manager, submitted two reports dated 
December 19, 1952, on their condition (Exhibits E and F). 

On January 26, 1953, Mr. V. D. Isbell visited the Mechanized Station at Bat- 
tambang for the purpose of assisting Mr. Francois in preparing a list of parts 
needed for the tractors but Mr. Francois insisted that the equipment would have 
to be disassembled before a complete list of parts could be made. Mr. Isbell’s 
letter dated January 29, 1953, is included (Exhibit G). 

On February 11, 1953, Mr. Isbell at Phnom Penh, forwarded to us in Saigon, 
a list of parts for three of the tractors that had been prepared and submitted 
to him on February 4, 1953, by Mr. Francois at Battambang. Also, there is 
attached Mr. Isbell’s cover letter (Exhibit H). 

Under date of February 12, 1953, Mr. Francois, Director of the Mechanized 
Station at Battambang, submitted to CARIC at Saigon a list of needed parts 
for tractor serial number TDR 13084 (Exhibit I). Also, Mr. Francois wrote 
Mr. Keller of CARIC on February 24, 1953, informing him of additional parts 
needed for tractor TD 18, Serial number TDR 10032-7CC (Exhibit J). 

At the request of the Agricultural Officer, a final report was prepared and 
submitted to us on March 3, 1953, by Mr. Keller of CARIC after Mr. Keller made 
a thorough inspection of the mechanical condition of the tractors while in opera- 
tion in the Battambang area (Exhibit K). 
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On March 3, 1953, Mr. Keller showed us several articles which the mechanics 
at Battambang had removed from the gearbox of the tractor, serial number 
TDR 10032-7CC, with missing motor number. These articles were as follows: 

1 eight-inch cold chisel 

5 bolts complete with nuts and lock washers (14’’ x 2’’ SAE) 
1 broken bolt (144’’ x 2’’ SAE) 

1 nut 

1 unidentified “insert” bushing badly damaged 

A large number of rivets were also found in the gearbox but they were not 
presented to us 

In view of the numerous inspections showing the poor mechanical condition 
of these tractors, the large amount of repairs that had to be made before placing 
them in operation, and the major breakage of worn parts with less than 100 
working bours, we have come to the following conclusions : 

1. These tractors apparently had been subject to hard usage and abuse by the 
original purchasers before rebuilding for resale. 

2. An inferior rebuilding job was performed since many worn and defective 
parts had not been replaced with new ones, as revealed by our inspections, and 
breakage of parts soon after the tractors were placed in operation. 

3. There was a lack of proper or adequate inspection of the equipment on the 
part of the Government as indicated by the worn and defective parts, and the 
articles found in the gear box of one of the tractors. 

1. The general condition of these tractors did not meet the proper standards 
in quality of materials or workmanship that the purchaser is entitled to receive. 

H. E. ScHwarrz 
Exutnirr A 
20 Feb. 1953 


Report to Mr. Harold Kk. Schwartz, Director, Agriculture Division, USA Special 
Technical & Economic Mission to Cambodia, Laos & Vietnam, Saigon. 
From L. I. Keller, Manager, International Harvester Division, C. A. R. I. C 
Saigon 
Subject: Condition of the four re-conditioned INTERNATIONAL TD.18 
Crawler ‘Tractors delivered to FE. A. M. B. under MSA Aid 
Dear Mr. Schwartz: I have for acknowledgement your two letters respectively 
dated December 13th and 15th both referring to the above referred to subject. 
I will herein endeavour to remark in as objective a manner as possible, on the 
apparent poor condition of the four TD—-1S8 crawler Tractors as resulting from 
my observations during the period of time they Were kept at our shop for 
setting up preparatory to their reshipment to Cambodia 
It is essential to state that our work consisted in the first place of unpacking 


and assembling the four tractors and attaching thereto the matched allied 


} 
I 


equipment giving the material a check for missing parts. After completion of 
setting up and of fueling and greasing, the engines were started and tuned up 


and tested on a no load performance 

In consequence thereof our inspection was confined to checking on the state 
of repair as was revealed to the naked eye on such working parts that could 
be verified without dismantling. A more thorough inspection could not be per- 
formed as the Commission de Mise en Oeuvre de l’A, E. A., due to the cost 
that this would have involved, was adverse to taking the tractors to pieces. I 
hope to be able to supplement substantially the present report with more direct 
information when I return from a tour I am contemplating on to the Head- 
quarters of E. A. M. B. at Battambang. 

You and I gave the material on disembarking a superficial inspection at the 
port prior to its transportation to our shop and, even then, certain obvious dis- 
crepancies made it evident to both of us that the condition of the tractors and 
matched equipment alike lift a lot to be desired. It was then your suggestion 
that a from-top-to-bottom-look-over should be given each unit for detecting defec- 
tive and badly worn parts, necessitating replacement. 

This, however, for the reasons explained hereinbefore, although attempted, 
was hot carried through to its full extent as it reasonably ought to have been 
done to serve the purpose in forestalling breakdowns which, in the absence 
of a minute examining of the units in my opinion in the circumstances, cannot 
possibly be prevented from occurring within a period of time which was notice- 
able even though the inspection the tractors were put to was, as stated before, 
of a summary nature. 
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On delivery of the units to the work-shop their identification markings shown 
on the number plates were noted as follows: 


Serial No | Engine 


| 
'DR 17500 T7BH rDRM 19814 


2 PDR 10032-7CC not available, 
3 PDR 13084 rTDRM 15076 
$ TDR 11941 TDRM 12086, 


Analysing the above mentioned identification numbers the following remarks 
called for: 

(a) Tractor No. 1) (serial No. 17500): The most recent was produced at the 
latest in 1947. 

(b) Tractors No. 1 and No. 2) (serial No, 17500—T7BH-10032-7CC) : The suf- 
fix digit in each case implies that the tractor was delivered on special army or 
other government contract and possibly equipped with other Industrial equipment 
than dozers. 

(c) Tractor No. 3) (serial No. 13084): The “Harvester Red” paint at spots 
being scratched the layer beneath shows that a coat of yellow colouring preceded 
the top paint. I believe it is the hue of yellow generally known as “P. W.”’ yel- 
low and currently used to identify P. W. D. material. From this it may be as- 
sumed that at one time this tractor was the property of the P. W. D. 

(d) Tractors No. 2—No. 3—No. 4: Are definitely war products. 

In my opinion it is relevant to the case to establish the antecedents of the 
four tractors, in regard to previous ownership, as thereby some impression can 
be formed as to the sort of treatment they underwent. 

It is a known fact that equipment operated by the army or for government 
contracts is generally put to hard use regardless of wear and tear. Moreover, 
if, as I suspect, the two tractors No. 1 and No. 2 were originally supplied with 
other Industrial equipment than dozers it would signify that the tractors are 
conversions having been subjected to modifications. 

In the following I will now give a detailed account on the repair and service 
work which as far as permissible we actually performed on the four tractors and 
my remarks in regard to their condition so far as was noticeable, my comments 
being as much as possible associated with the serial description of the four units 
in order of sequence as described before. 

(A) Service work—on all tractors: 

(1) Setting up. 

(2) Draining of lubricant from crankcase, final drive, ete. cleansing of 
engines, refilling with correct SAE lubricant, overall greasing and replen- 
ishment of fuel tanks 

(3) Overall and charging of all batteries; supply of battery brackets 
(missing when delivered). 

(4) Inspection of tracks, namely, track idlers and rollers; front idlers 
and sprockets; track chains and links. 

(5) Tightening of nuts. 

(6) Setting and regulating of engine and steering clutches as well as fuel 
injection pumps. 

(7) Mounting of allied matched equipment and inspection of each item. 

(S) Final engine tests the engine idling and on wide open throttle without 
load. 

(9) Short run under load on terrain outside the workshop. 

(10) Transportation of units under their own power to point of embar- 
kation for shipment to Cambodia. 

The above consists of the average kind of service work ordinarily performed 
on new material we receive from the United States and in the present case was 
carried out expressly in compliance with instructions from C. M. E. O. A. B. A. 
as stated before when to all intents and purposes a thorough overhaul would 
have been advisable. 

(B) Special repair work on all units—Repair of fuel pumps. 

(C) Notes on state of repair per unit—On inspecting and examining unit per 
unit as limited by the authorities of A. B. A. it was disclosed that: 

(1) On tractor No. 1 (TDR 17500-T7BBH) : 

(a) The moving parts, i. e.: Track and all pertaining parts, namely, all track 
idlers and rollers, front idlers and sprockets, track chains and links, track shoes 
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showed unmistakable signs of very advanced wear which can be unexaggerat- 
ingly estimated at over 50 percent as compared with identical parts in a normal 
state of weur. 

(b) Track frames LH and RH: the idler shaft carrier beams in front of 
the track frames (right and left hand sides) have been obviously welded to 
the frames. 

Some enormous shock to the frames can only explain the tearing asunder of 
this *4-inch thick U iron. The welding by the way was very poorly done and 
the two parts were put together by welding a thin piece of plate over the fissure. 
Evidence shows that it was a cursory field job performed as provisional repair 
pending the supply of a replacement part 

(c) Front idler shaft worn resulting in a loose fit of the idler on the shaft 
which on rotating has cut deep into the front idler guides 

(2) On tractor No. 2 (TDR 10082-7CC) : 

On the whole remarks (a), (Bb), (c) as above apply excepting that the track 
rollers show practically no wear and are of the latest model 

To be added though is the fact that the four Bullgrader lifting arm flat iron 
supports are soldered to the track frame instead of being bolted on. 

(3) On tractor No. 3 (TDR 13084) : Remarks (a) and (c) as above applicable. 

(4) On tractor No. 4 (TDR 11941) : Remarks (@) and (c) as above applicable, 
but wear even worse, can be estimated at 60 to 70 percent in regard to the 
moving parts. One tractor, which, it is not recorded, on driving to the docks 
for loading did not respond very well to the steering mechanism. 

The four units are most decidedly poor specimens of rebuilt tractors. It is 
obvious that judging by their critical condition the maximum life of the worn 
parts can be estimated at best not to exceed 1,000 working hours. Reservations 
being made in regard to engines and soldered parts which may shorten appre- 
ciably the before-mentioned estimation, for relative to the former their actual 
condition was not verified and the latter being of such poor workmanship an 
early breakdown may be ant cipated possibly with complications, 

Therefore, it would be necessary to apply immediately for an essential supply 
parts for replacement and I would suggest they cover the following 





assemblies consisting indicatively of 
four sets of cylinder sleeves and pistons 
one or two crankshafts with their corresponding bearings and rods 
four complete tracks with 
chains complete 
track idlers and rollers 
track frames and idlers 
and sprockets 

Experience will not fail to show within the very near future if clutch, 
transmission, and final drive service parts are also required which will have 
to be added to the above. 

BE. A. M. B. are loath to carry the cost of parts for servicing the four tractors 
as they feel financially they could not do so, furthermore they think it is 
reasonably not a matter for them to take care of. 

As said before I shall proceed shortly to Battambang and on the spot there 
I shall be in a position to gather further information in regard to the per- 
formance of the four tractors and on my return to Saigon you will receive 
supplementary details to complete the present report. 

With best regards. 

Very sincerely yours, 
L. KELLER, 
Manager I. H. Division, 
CARIC 


ExHIsIT B 
OFFICE MEMORANDUM, UNITED STATES GOVERNMENT 


DECEMBER 15, 1952. 
To: Harold Schwartz. 
Through: Mr. O’Leary. 
From: Mike Berrigan. 
Subject: TD-18 Tractors at Phnom Penh. 
If memory serves me right, I found the following to be in need of repair on 
the 4 TD-18 tractors at Phnom Penh. 


een 
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Track rolls badly worn, track shoes badly worn, steering clutch on one tractor 
completely worn out, hydraulic system for raising blades in need of repair, track 
pads on some of the bulldozers very thin. 

I did not have an opportunity te run these machines but from what the man in 
charge of maintenance at the Public Works Repair Shop in Phnom Penh told 
me, they seem to be in pretty bad shape 


ExHIsiT C 


THE FOREIGN SERVICE OF THE 
UNITED STATES OF AMERICA, 
Phnom Penh, Cambodia, Dee. 9, 1952 
Mr. Haro_p SCHWARTZ, 
S. T. EB. M. to Saigon. 

Dear Str: The information you wanted on the TD18 International tractors, 
as to their mechanical condition are as follows: 

Serial No. TDR 11841T7BJ: Tracks in fair condition. Should have new track 
rolls. This machine has hydraulic dosier with straight blade. Engine seems 
to be in good condition. 

Serial No. TDR 13084T7BH: Track good, grousers need replacing. Front 
hauling, needs new front wheel brackets, one has welded but broken. Hydraulic 
angle dosier. 

Serial No. TDR 13084T7BH: Track goods, grousers need replacing. Front 
wheels need overhauling and front wheel brackets need replacing. Side clutches 
need repairing. Has hydraulic system but no blade. Equipped with double 
drum rear winch. Engine runs good. 

TDR 10082T7CC: This tractor seems to be in good working condition 

Would recommend a good supply of spare parts for these machines, for a 
small job these machines would answer the purpose fairly well, but if put on a 
grind it will be a different story. 

On the public works lot is a new Oliver FDE, serial 12Y364. Two row crop 


\one = 


Farmalls also new, serials 133335 and 133337 


ExHipir D 


Phnom, Penh, Dee. 13, 1952 
No. 2777. 
To: His Excellency F. BArtierr, Chief of MSA—Saigon 
From: The Chief of Public Works Subdivision, Phnom Penh. 
Subject: Tractors “International” for the E. A. M. B. Refer: Your letter No 

6376 D of Dee. &, 52. 

I beg to inform you that Mr. Chanroen Bunroen, General Secretary of ECA, 
who came to verify the state of 4 tractors “International” TD 18 destined to 
the Mechanized Enterprise of Battambang, did not ask me to establish the 
reception statement for this equipment. He did only thank me for the care 
keeping which we undertook by waiting the rehabilitation of Battambang railway 

According to the letter No. T5S of Dec. 3, 52 of the Manager of E. A. M. B.. 
I have sent 8 tractors to the station where they will be charged on 3 reinforced 
platforms on Dec. 12, at the destination of Chandoeur-Svar. The fourth tractor 
will be forwarded as soon as the Railway Service can supply me a 4th platform 

As you have observed yourself that those tractors “International” are far to 
be new, 3 of which being particularly worn out. 

I beg to send you hereafter my superficial remarks on the condition of those 
tractors, we have not dismounted the engines, for this equipment is not destined 
to us. 

1. Tractor equipped with motor TDRM No. 1984: 

Links of 2 caterpillars worn down. 

Leak of oil on final drives—right side. 

Upper wheels worn off on right side. 

Abnormal wear of caterpillar’s axles due to a friction. 
Many axles on the right side are locked. 

In brief, inutilizable tractor, without overhauling of caterpillar and lowe 
wheels on right side. 
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2. Tractor with motor TDRM No. 12086: 
Upper wheels worn out. 
Links of caterpillar half worn 
Tractor with motor TDRM No. 15076: 
Sledge-runners of caterpillar almost worn out, 
Final drives to be checked up 
4. Tractor with motor without No. of series: Nothing to be notified about the 
wearing 
rranslated by V. D. Dai 
(Signed) P. Capbet. 


Exuibir EF 


Reet ION S MENT OF MATERIAL SUPPLIED 


l A.M. B. by A. KE. A 


I, undersigned Georges Francois, Manager of the Mechanized Agricultural 
ploitation of Battambang ( ire having checked and taken over—at the 
Candoeur-Svar Station (Battambang), on the undermentioned days—the under 


enated material, supplied to E. A. M. B. by A. BE. A., according to the Project 
No. ITT CP-11 Cambodia 

1) December 10. 52 
of new machinery | spare parts destined to the 4 tractors “Inter 


tio I> 1s the box marked BCA 95—-740—00-308—-2276 The box con 


tf Oiling pumps of high pressure Mark: TH 

t Oiling sprayers without Mark 

tf Adjusting keys of Caterpillar tension 

$ Steel boxes, each of them contains an assortment of 6 sockets made 
of special steel 

$ Riveting hammers 

4 Grips with two pinchers (small size 


L 


ng clutch-disks 


S Linings of shoes (with rivets) 


” Units of Control-Clntel 


$ Sets of brake-shoes (standard) 

24 Steel joints of tightness of sheathing 
4 Small pockets of engine joints 

24 Spark-plugs “Champion” 22 m/m 


S Mechanical Controls of brakes 
16 Units of oil strainer 
Units of Fuel oi] strainer 
+ Ventilator bands 
b. 1 brubbing-shovel “eleco” in good condition, adaptable on TD 18, without 
marks on painting or No. of construction 


(2) December 14, 52 


1 Caterpillar “International” TD 18 renewed—Series No. TDR 13084 T7 
BH, Engine No. TDRM 15076, Injecting pump “American Bosch,” Series No 7 
NOSG65, Pump No. APE’ A 90Q 2128 A 
Vhrust-bearing of right connecting gear broken 
Old tv oller at SO percent worn out 
Roller axles at SO percent worn out ' 


Links of Caterpillar, axles, collars and tiles to be changed completely 

Very important actions in the fore-pulleys which are rubbing against their 
stirrups of fixation. Equipped with 

| double-rear winch for scraper; Mark: Bucyrus Erie; No, P24—-10570, in good 
condition, except cable-cutting which is out of order 

1 Set Bucyrus Erie in Good condition No. 52816 including a lifting system and 

stirrup for receiving the grubbing-shovel “eleco”; Hydraulic lifting system 
bucyrus Erie, Distributor No. 418 BGS 1; 1 Cable roll of %-inch without mark 
partially used 

Items lacking: Complete lighting system. Température indicator 

b. A tractor caterpillar “International” TD 18 renewed. Series No. TDR 
1941 TT BT: Engine No. TDRM 12086; Injecting pump “American Bosch” 
Series No. 445720; Pump No. APE 6 A 90 P 320 K 602; Old type rollers at 50 
percent worn out and working on their axle; Roller-track runway side of the 





— 
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engine of the superior pulley right front broken; Tracks and tiles at 50 percent 
worn out; Important actions in the fore-pulleys which are rubbing against the 
stirrups of fixation; Bedplate casting of tension of the front track broken (old 
reparation unsoldered). 

Equipped with: An Isaacson bulldozer unsoldered in several places. Blades 
out of use. Hydraulic lifting Isaacson model DBW 1S Type 34D-—-120 

Items lacking: Complete lighting system ; the hour counter. 

6. December 15, 1952: A caterpillar tractor “International” TD 18 renewed; 
No. of Series: TDR 17500 T7 BH; Engine No. TDRM 19814; Injection Pump 
14C ; Series No. 5611; Pump No. 253703 R 91; Old type rollers model at 50 pereent 
worn out and working on their axles: The fore-pulley is broken ii two places. 

Very important lateral action of two fore-pulleys which have used up the 
stirrups of fixation. Lodging of the front shirlwind of the cross-piece of the 
split chassis. Serew of tension of the front tracle is misplaced. Front track 
at 100 percent worn out. Pump of final drive front side split. This tractor, 
which has been certainly damaged, will be repaired with great difficulty, all 
the parts being broken or misplaced. 

Equipped with: An apparatus amplifier of efforts on the clutch drive of direc 
tion. <A bull-grader Bucyrus Erie No. 72403 in average condition. An apparatus 
of hydraulic lifting Bucyrus Erie with distributor No. 418 BG 53 

Items lacking: Complete lighting system. 

Those 8 tractors have been inscribed in the list of material of the Exploitation 
under the numbers TD3, TD4, & TD5, respectively. 

They have not been tried but the running conditions let supposing for each of 
those tractors a minimum of 4,000 working hours in very toilsome conditions 
It is probable that other important pieces are to be replaced. A second repo 
will account more completely the conditions of those tractors after their ove 
hauling and 15 days of use in normal work. 


Exuipir F 


STATEMENT OF THE RECEPTION OF MATERIAL SUPPLIED TO E. A. M. B. py A. E. A 
(FOLLOWING THE Report DATED DECEMBER 1952) 


I, undersigned Georges Francois, Director of the Mechanized Agricultural 
Exploitation of Battambang, declares having the 3 Tractors TD 18 overhauled 
and utilized for one hundred hours. These three tractors are supplied to 
K. A. M. B. by A. E. A. according to the project III CP-11. The following ascer- 
tainments and repairings have been done: 

1. Tractor TD 18 No. TDR 13084 T7 BH (TD3): 

a. Repairings: Complete overhauling of the right side of the Control Clutch 
(runnings and elements of the Clutches are changed). ‘The sets of forward 
blocks partly refitted. Flat parts of rollers electrically resoldered. Readjust 
ing the backward and double differential winch (Brakes fittings rechanged). 

b. Characteristics of the utilization: The injection pump, in very bad condi 
tion, is brought to a definite standstill after eighty hours of running (worn out). 

2. Tractor TD 18 No. TDR 11941 T7 BT (TDA): 

a. Repairings: The working on the brace of the control double block of the 
ventilator which is in refitted parts, has been readjusted, although the usury of 
the lodging of the cotter is considerable. Wedging up against the damper. Flat 
parts and breaks of rollers electrically resoldered. Resoldering of the right 
bedplate of caterpillar tension. 

b. Characteristics of the utilization: Piston No. 2 “claque” at lowest speed 
and at full throttle in repairing (Piston axel worn out). Fuel oil consumption ; 
12 liter per hour. Oil consumption: Normal. 

3. Tractor TD 18 No. TDR 17500T 7 BH: 

a. Repairings: Making up of the flat parts of rollers. Resoldering of the 
forward blocks. Partial readjusting of the working of the forward blocks. 
Readjusting and repairing complete of the parts unusable or broken up of the 
chassis. 

b. Characteristics of the utilization: Fuel oil consumption: from 12 liters to 
14 liters per hour (abnormal), Oil consumption: Normal. 
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Ex HIBIT G 


UNITED STATES OF AMERICA, 
SPECIAL TECHNICAL AND ECONOMIC MISSION 
To CAMBOpIA, Laos, AND VIETNAM, 
AMERICAN EMBASSY, SAIGON, VIETNAM, 
Phnom Penh, Jan. 29, 1953. 


Mr. HAROLD SCHWARTZ, 
S. 7. EB. M. to Saigon, Saiyon, Vietnam, 

DEAR SiR: Visited with Mr. Francois near Battambang Mon. Jan. 26th. One 
TD 18 International tractor was being used with a scraper, making a fill near 
the railway for building a warehouse. Another TD 18 was being used to drag 
a road, the hydraulic system is out of repair, with the blade resting on the 
ground they were using it for a drag to help smoothe the road in one of the 
fields. One TD 18 was out of service due to injection pump trouble. The fourth 
TD 18 is being shipped to Battambang from Phnom Penh. 

I offered my help to Mr. Francois in making up a parts list, going over each 
tractor that we might get a parts list sooner; but Mr. Francois insisted that they 
make up the list as they must disassemble the machines in order to get the right 
parts. Due to this probably taking several days as other repair would be neces- 
sary in the meantime, I came back to Phnom Penh to check on the Oliver FDE 
at agriculture 

The Oliver FDE at agriculture is ready for work except some minor adjust- 
ments. Mr. Chhup informed me that he would not need the tractor until some- 
time next month, probably around the 15th or later. He placed no definite date, 
he said “about”. If you have another job for this tractor in the meantime, I 
could make the final adjustments on the job and it would be ready for Mr. 
Chhup’s job when he is ready for it. 

Sincerely, 
VINGLE ISBELL. 


ExHibir H 


PHNEM PeENuH-CAMBoplIaA, F'eb, 11, 1953. 
Mr. HAROLD SCHWARTz, 
S. 7. B. M. to Saigon 
Drar Str: Enclosed are parts lists for the TD 18 International tractors as- 
signed to Mr. Francois near Battambang 
Have checked the lists and they seem to be in order. You will notice that very 
few hydraulic pump parts are included, perhaps the remaining three pumps are 
not in as bad condition as the first. These parts lists are very close to our first 
report on these tractors 
The road and levis the FDE Oliver has been working on here in Phnom Penh 
is almost completed, perhaps two or three more days work. Am sure there will 
be another job for it as soon as the present work is finished. 
Sincerely, 
V. ISBELL, 
C. C. TREP 
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Serial No.: TDR 11+1; Motor No.: TRDM 12,086 






























Part No Description Number 
required 
3D plete (single flange) Nos. 1-3 and § 6 
W.134D rlete (double flange Nos, 2 1 i 
5.725 DBX oil seal 60250D 4 
40.9871) 4 
10.993D washer t 
§2.424DD mplete L.. H l 
2.425DD i mplete R. H l 
s6UD BX ont idler , inner, R. H. and outer, R. H. with oil seal, 41862DA 2 
and 3 corks 
STOD BX Front idler guide, inner, L. H. and outer, R. H. with oil seal, 41862DA 2 
ind 3 cork 
11.867DA Front i r felt washer $ 
S75DBX I r with bushings, 41864 D t 
41.8681 I 2 
I nch N, | 2 
1621) diameter front idler special 2 
65,.125D lrack chain, complete with 18-inch shoes (heavy front idler, special 3 2 
ections—2 sections of 13 links, 1 section of 12 
13.043D Electric lighting attachment Delco-Remy (special l 
12. 538DA Radiator core, complete l 
'4.916R91 Engine clutch, complete 43206 DE with driven member, 43202 D l 
Cap screw 4 by 24s-inch N. C. hex. head ) 
Lock washer 14-inch ) 
10.944DB Engine clutch coupling 18 teeth 
10.946) Engine clutch coupling ring, 18 teeth I 
H7DAX Crack frame guide roller bracket, L, H. with roller shaft (not wide head l 
Cap screw 44 by 2 inches N. F. hex head $ 
Cap screw 34 by 254 inches N. F. hex head 2 
Hex nut % inch N. F f 
Lock washer, % inch ( 
HS DAX Track frame guide roller bracket, KR. H. with roller shaft (not wide hea 
Cap screw % by 2% inches N. F. hex head $ 
Cap screw 34 by 25¢ inches N. F. hex head - 
wut 84 inch N. F é 
washer, % inch 
rrack fram le 
Drive bevel gear ball bearin 2 
Steering clutch release fork upper ball bearing 2 
Steering clutch release fork upper bearing cage with oil seal, 21969D 2 
Steering clutch release fork 2 
Steering clutch release fork lower ball bearing 2 
teering clutch release collar shifter link 4 
lbrive bevel gear bearing cage cap, L. H. with oil seal 40880 D l 
Drive bevel gear bearing cage cap, R. H. with oil seal 40880 D 1 
Steering clutch release collar 2 
Steering clutch friction dise 58 teeth (Rabesto +6 
Steering clutch driven dise, 77 teeth (steel 34 
Steering brake band lining moulded (set of 3 pieces with rivets 2 
Sprocket drive pinion inner ball beari 2 
Sprocket di ear ball bearing, outer 4 
Sprocket dr pini teett 2 
Sprocket drive pinion oil seal 2 
41.877D Sprocket drive r ball bearing, inner 2 
64.499D A Sprocket drive r with carriers and rivets 2 
833 D Sprocket drive oil seal pressure plat 2 
41.609D Sprocket drive oil seal packing 2 
41.878D Sprocket drive gear carrier nut lock 2 
8341 Crack frame pivot oil seal pressure plat 2 
41.6191) Track frame pivot oil seal pressure plate spring S 
42.134D rrack frame diagonal brace bearing felt 4 
241D Track frame diagonal brace bearing bushing (complete set of 4 2 
41.438D Equalizer spring (6 leaves) (not wide head l 
12.794DA Lubricating oil pump complete 1 
6.517DX Front power take-off fan drive pully with 2 pins 47490D 1 
17.4881) Front power take-off compling 11 teeth 1 
IsSPU29 Pump adapter shaft with compling 18PU276 1 





170 


FOREIGN 


OPERATIONS 


Serial No.: TDR 17 


500: 


ADMINISTRATION 





END-US 


CONTROL 





Motor No.: TDRM 19 S14 


Number 


required 








: 4 
\ os, 2 4 
4 , ler 4 
} 

s X H I H. wit 18H2DA 
g ‘ ront H H.w S62 A 2 

r} 
41.86 \ I i 

~ ‘ r 1 ti S641) 4 
4 mii) I e 

I 2 
\ I 8 ler pecial 
; k < 9 
4 j I 1) I « 
42.538D A R 
| } ‘ /E w irive ‘ 132021) 
( C } il ’ ) 
I \ ) 
40.944 I 8 ter 
40.9461 I 8 teetl 
767 DAX ' brack L. H I 1 
( v, 3% IF.) { 
( | 
iH 4 t 
] x 
SDAX k R.H 
‘ { 
‘ r 
hh 4 nN. ! 
1 x 
41.4 ) i 1 

j i] ) \ “ 
ST/2 \ clu bal] 2 
R AR xX , L I I 1 “ 2 
VI 89.54 t lit I 2 

(x tee! I r ili } 
8.742DAX rive bevel ‘ p, L.H t 1 Se 10880 1) 

8.74 X bevel ip, R. H.w ‘ 40880 L) 

O18 tee! cluteh 1 2 
40.883 B tee! frict ‘ Rabe st 
40.8821) t t l 77 teet 4 
8 F481 l \ led t of ces V 2 
4 ix DD r ball bear , 

135H t g, outer j 
04.497 1D) 2 
$1.436D I 
41.877D ner 
64.499DA r nd ¢ 2 
R33 D V ‘ ( ( , 
41.609D 
41.878] ck » 
S34 c eal 1 ure p 2 
41.619D | Track r ‘ I s 
42.134) | I k n i t be 4 
~ i 1 

2411 | Track I be hing complet t : = 
41.438D Equalizer | t wide head | 
42.704DA Lubricatior pl D kk l 
( 7DX Fr pow } l i e pulley witt pins 47490D ] 
47 ASSD Front pow talk upling, 11 teeth l 
8PU2 Pump ad r shaft wit upling 18PU276 l 





y Bucyru 





FOREIGN OPERATIONS ADMINISTRATION END-USE CONTROL 17] 
Serial No.: TDR 13084; Motor No.: TDRM 15.076 


Part Nv Descript . 




















6.133D rrack roll omy ngle flar N n 
6.134D rrack roll nplete (doubk ‘ N 2 1 
T25DBX l'rack with oi 1 60250D 
40.9871) I k idler st 
40.993 D l'rack idler felt ! 
124) 1) Prack frame L. H 
2.425DD Prack frar te R. H 
x60 D BX Front i ! e, inner, R. H. and L. H. wit Ws62DA 
nd 3 cork 
S70D BX Front idler g1 er, L. H. ar er, R. 1 $18 
cork 
SO7 DA Front idler washer : 
875DBX Front idler ca r witht 41864D 
41.8681 Front idler sha 
He Jam nut, | ch N. | 
41691 } t idle ree ter front le ecial 
65.125D k « con t th 18-inch she ivy 
tior 2 sections of 1 1 se lor 2 
199RY Ame Bosch fuel injection pump unit (special 
2 505R91 American Bosch fuel injection pump governor pec 
12.911DB Heat indicator (170°-200°) Rochester 
Hex, nut, No, 12-24 N, C 
13.043D Electric lighting attachment Delco-Remy (special 
Spare parts for 4TD18 
I) 
12.763DB Cylinder he k 
2.497) Starting e spring 
4.2110 1 
.24DAI tartin lide 
103R1 i 
12.749D tart valve 
251.074R cd 
iR21)D I 
42.747DA I 
2.483DB \ f 
SORT) i 
025 DBR Intake a x} t val 
O78R1 do 
32.307 DD Crankshaft rear oil seal felt 
251,180 R21 Fan belt (pair & 
25L.180RI11 do 
21.464DX Distributor contact spring with holder E4A311 No, 5, 40 by 
inches 
Rotor shaft bearing retainer with ball 
Breaker complet 
Fuel filter element 
0.310) Set of 10 lubricating oil filter abs ition elemen 10.308 DD 
259.490 R91 Fuel filter element 
55.517 D Bosch injection pump field char package 
58.4001 I. H. C, fuel injection pu field change nackage 


Gare Chandoeur-Sva 
Adresse télégraphique Batri 
No. 65/AKEA/D 
Exploitation Agricole Mechanisee de Blattambang—Bordereau—des piéces 
adressées @ Ambassade des Etats-Unis ad Phnom-Penh 


Designation des piéces Nombre Observations 


Liste de piéces A remplacer sur les 3 tracteurs TD 18 fournis A } 4 Vattention 1 Mr 


V’EAMB par |’AEA. | Isbell 
Liste de piéces de maintenance pour ces 3 tracteurs 1 
Catalogue Bucyrus Erie I 


CHANDOEUR-SVA, le 4 Février, 1953 
Le Directeur, 
GEORGES FRANCOIS 
55281 54 12 
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Exuinit I 


No. 8-E 


Bon de Commande 


Objet: Pour TD 18—no de série TDR 13084. 
Fournisseur: Monsieur Lam Van Hien 


eck Désignation Quté Observations 














f ) 1 
41. 657D l 
841DX 1 
2.3548 1D 1 
11.666D 1 
ST.2 l 
11.690D | 
64.620D l 
11.668D 4 | 
ST .274 l 
411.643 DA 

66DA l 

} l 
R SR90DA ir l 
= | HAW 1 
6H.468DA l 
ST .269 1 

15D 1 
6.467D 1 
41.6 yA l 
41 ) ns l ivf 

»A Bevel pinion shaft bearir 

411.662IDA4 Bevel pinion shaft bearing retainer front gasket 

S441) Bevel pinion shaft bea l 
1571) evel pinion shaft bea 

837 D BX rar ler g 

843 DA iran oller lee ve l 
64.616DA Bevel pinion and w/drive be l ge ( iplete 1 
5.8839DA Bevel pinion and s bearing cage rear l 
54.134D Roulement de la couronne de ede. final 2 
64.618D Grande couronne d¢ le, final l 





CHANDOEUR-SVA, le 12 Février 1953. 
Signé: Le Directeur. 


EXHIBIT J 
I:XPLOITATION MECANISEE DE BATTAMBANG 


CHANDOEU-SVA LE 24 Février 1958. 
Gare Chandoeur Sva (Battambang) 
No. 105/CAS/D 
‘ attention de M. Keller) 
Le Directeur de lE. A. M. B 
a 
C. A. R. I. C.—Saigon. 

Messreurs: Le tracteur International TD 18 de l’A. E. A. sans numéro de 
moteur vient de tomber en panne (1 piston cassé—jeu de segments cassé sur 3 
pistons ) Le vile brequin n’a d’usure ni ne soies trop importantes. 

Nous vous serions obligés de bien vouloir signaler le fait A la Mission Améri- 

ne et nous dépanner en nous faisant parvenir un jeu de pistons chemises. 
(les culasses portant les Nos. 5967 DA et 5968 DA semblent indiquer que le 
moteur est de la série TDRM 501 4 1500, mais le bloc porte le numéro 254.475 R 
~1 ce qui semble indiquer que le moteur est de la série TDRM 16.280 et au- 
aessus ). 

Veuillew agréer, Messieurs, nos salutations distinguées 

(Signé) G. FRANCOIS. 
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EXHIBIT K 


Report to Mr. Harold E. Schwarz, 

U.S. Special Economic and Technical Mission, Saigon. 
From: L. Keller, Manager International Harvester Division, C. A. R. I. C. 
Subject: Trip to E, A. M. B. (Battambang), Rebuilt crawler tractors. 

DreaR Mr. ScHwartz: The report I wrote on the conditions of the four rebuilt 
tractors prior to my setting forth on my trip to Battambang is supplemented 
with the present notes I took during my four days’ visit to LAMB Headquarters 
at Chandoeur-Sva. 

Three tractors only had been received when I arrived there, the fourth unit 
was due in a day or two (serial number TDR-10082-7CC). The three units were 
operating in the field. 

One unit on land clearing on EAMB expansion project. 
Two units loaned to the PWD were working on the Bovel land irrigation 
project. 

This was the layout on the first day, namely February 14th, then things 
started to happen. 

February 15th: Tractors on Bovel Project (TDR 11941) : 

The first trouble occurred when the track frame beam broke apart. The front 
section of the track beam severed exactly at the welded joint I pointed out in my 
first report. 

The damaged track frame was brought into the EAMB workshop and repaired. 
The soldering was done in a more conscientious manner and will stand up better 
than the previous job. However, this does not alter the fact that it is indispens 
able new track frames to replace these be provided for. 

TDR 17500: Seems to be up to the present the only one that has given no 
major trouble, is operating with before-named on Bovel project. 

TDR 13084: This unit was assigned to land clearing, leveling out ant hills and 
clearing brush on HAMB expansion project, when after only a few days work it 
broke down. Sprocket drive pinion with all appertaining parts need complete 
replacement, all these parts being deteriorated from wear and tear. 

On dismantling the tractors it was found that the gearbox was in just as bad 
au condition, gears and shaft on verification proved to be no longer fit for further 
use. This tractor gave evidence of transmission trouble while operating. The 
deterioration of this assembly is due to the fact that on undergoing “rebuilding” a 
mechanic carelessly forgot to remove a chisel left inside the gearbox which was 
only discovered during dismantling at EAMB workshop. 

TDR 10032-7CC: This tractor as noted before only arrived at EAMB while 
I was there, it was moved to Bovel project, tractor TDR 11941 after repair of 
track frame was sent out on EAMB land clearing operation. 

On the day I left EAMB there were two tractors out of four working, the 
other two lying idle at the workshop pending receipt of service parts. 

Since my return to Saigon, EAMB has written to order in addition to the 
parts required as above (list of same is enclosed herewith) a set of cylinder 
sleeves and pistons for tractor TDR 10032-7 CC. 

Further I learned from Mr. Huet, just recently returned from Battambang, 
that in the gear box of one of the tractors, number unknown, which had broken 
down they found on taking the gearbox to pieces a handful of rivets which, as 
in the case of the chisel, were cause of the damage. 

It seems rather strange to have two cases of carelessness occur which in 
regard to the chisel could be accepted as such. As for the rivets, though there 
is no reason to explain their being forgotten in the gearbox, it is flagrantly a case 
of willfulness. 

In regard to the supply of service parts quick action is indispensable and 
we are delivering immediately from stock what we have, the balance must be 
ordered from the USA. 

A list of the parts to be replaced immediately is enclosed herewith to which 
must be added the parts to repair the last tractor which went out of order. 

Mr. Francois advises in a letter dated February 18th, copy enclosed herewith, 
that A. E. A. Phnom Penh are agreeable to pay for the Service Parts. 

This is so far the story of the four rebuilt tractors, and sustains my first 
advising renewal of engines and track chains mentioned in my previous notes. 
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Exuipir 2A 


REMINGTON I] v1 : 
Vew York 10, N.Y fu 1) 


Re P Solomos & Company, Athens, Greece 
s MMMITTER ON INTERNATIONAL OPERATIONS, 
Committee on Government Operations, Wasi gton. D. ¢ 
GEN EMEN: This letter is in response to the inquiry made by Mess Walte 
Woods and Arthur Perlman, duly accredited Committee investigators, during 
their recent visit to our Home Office in New York City, concerning { 


of approximately $80,000 in Commissions paid subject firm 

We enclose herewith photostatic copies, front and back, of Remington Rand 
Ine.. check Nos. H—-73266, I-6S8204, and L—9S280 in the amount of $22,000 
$50,000, and $10,210.40, dated July 8, 1952, July 9, 1952, and July 25, 1952 
respectively 

Also enclosed are photostats of copies of letters to Pan Solomos, accompanying 
each such check, dated July 9, 1952, July 10, 1952, and July 24, 1952 

We express our appreciation for the courtesy and cooperation extended 
us by Mr Woods and Mr. Perlman. 


Very truly yours, 
Bs 1 WwW SIMSON, Necreta 


Exuipbir 2Z9E 


PAN SOLOMOS AND CO.,, 
, Dragatsaniou Street, 
Athens, Greece. 
(Attention: Mr. Pan Solomos. ) 

Dear Mr. SOLOMOS: Enclosed herewith you will find our check number H 73266 
in the amount of $22,000 on account of commissions due you, which commissii 
we have been holding pending your arrival in New York to discuss settlement of 
the account 

Further checks will follow shortly. 


Yours very truly, 
REMINGTON RANp, INC 
INTERNATIONAL DIvISsIo 


issistant 7 axu 


L. Ferraro:PEK 
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ExHIBIT 20F 


Jul 0. 10 
PAN SOLOMOS AND Co., 
} Dragatsaniou Street, 
{thens, Greece 
(Attention: Mr. Pan Solomos 
DEAR MR. SoLomMos: Further to our letter of J e enclose here 


check number I 68204 in the amount of $50,000 
Yours very truly, 
| ( RAND, IN« 
IONAL DIVISION 


Assistant Treasure) 
L. Ferraro: PEK 
Enc. 


Exuiinir 2G 
JULY 24, 1952 
PAN SOLOMOS & CO., 
} Dragatsaniou Street, 
ithens, Greece. 
(Attention: Mr. Pan Solomos. ) 


DEAR Mr. SoLomMos: Further to our letter of July %, we enclose herewith our 
check No, L 98280 in the amount of $10,210.40 
Yours very truly, 
REMINGTON RAND, INC., 
INTERNATIONAL DIVISION, 


tssistant Treasure 
L. Ferraro 
id 
Ene 


Exutinie 380A 


REMINGTON RAND, IN«¢ 


Re Pan Solomos & Co., Athens, Greec 


Mr. Epwarp KENNELLY, 
Subcommittee on International Operations, 
Old House Office Building, Washington, D. C 

DEAR MR. KENNELLEY: In compliance with the request of your Mr. Arthu 
Perlman as of this date, please be advised that Pan Solomos & Co. of Athens 
Greece, is still acting as Remington Rand, Inc., dealer in Greece, 

Mr. Perlman also requested that we furnish to you evidence of the disposition 
of approximately $35,000 commissions due to Pan Solomos & Co., in addition to 
remittances totaling $82,210.40 accounted for in our letter of July 14, 1954 

Enclosed you will find photostat copies, front and back, of Remington Rand, 
Inc., checks Nos. I1-64142 for $22,000 and L—98459 for $14,707.02, totaling $36, 
707.02, together with photostat copies of letters of request and letters of 
transmittal. 

You will note from prior correspondence that a portion of the payments repre- 
sented by the enclosed photostat copies of checks is not applicable to ECA 
transactions, 

We hope the enclosures, in addition to the previous supplied data, wil! enal 
you to satisfactorily complete your records 

Very truly yours, 
J. A. W. Sruson, Ser 
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ExuHipir 30C 


JANUARY 23, 1952 
PAN SOLOMOS, 
; Dragatsaniou Street, Athens, Greece 
Dear Mr. SoLtomos: Enclosed herewith you will find our check number I 64142 
n the amount of $22,000.00. 
This check represents refund on Finance Ministry Order, in accordance with 
your letter of January 10th, 1952. 
We trust this will be satisfactory 
Yours very truly, 
REMINGTON RANpb, IN 
Exvort DIVISION, 


Assistant Treasure 


L. Ferraro: PEK 


—_— 


Exnutsir 30D 
PAN SoLomos & Co., 
Athens. Greece, January 10, 1951. 
Please address your reply to: 4 Dragatsniou St. 
REMINGTON RAND, INC., 
Export Tabulating Machines Division, 
New York. 

Dear Mr. Ferraro: In connection with the order for the Finance Ministry, 
please let us have a Cheque for $22,000.00, which represents the amount to which 
we are entitled from this order up to date. 

There is still some Equipment to be shipped and we will ask you to also remit 
the amount corresponding to that shipment, after you have collected from the 
Bank. 

Thanking you. 

Yours very truly, 
(Si 


gned) P. SoLomos. 


PS)EM 


Exuisit 30E 
JULY 31, 1952 
PAN SOLOMOS AND Co., 
Korai Street, Athens, Greece. 

Dear Strs: Enclosed herewith you will find our check number L 98459 in the 
amount of $14,707.02. 

This check is being sent to you in accordance with your letter of July 14th, 
covering commission in the amount of $14,544.30 and July 17th, which covers the 
commission in the amount of $162.72 totaling the above amount, in the amount of 
$14,707.02. 

Very truly yours, 
REMINGTON RAND, INC., 
INTERNATIONAL DIVISION, 


Assistant Treasurer. 
L. Ferraro: CEC 
En 
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EXHIBIT SOF 
PAN SoLtoMos & Co 


tthens, Greece, July 17ti 


Please address your reply to: 5 Worai Street 


{EMINGTON RAND, INC. 
: International Division. Veu York 


Deak Mr. Ferraro: Answering your letter of July 11th kindly. rer 
mount of $162.72, lving to our credit after payment of draft No. 47067 
Thanking you, 
Very truly yours, 
(Signed) A. SoLOMOs 


eXiS si) ~~ 
! \S) AM 
EXHIBIT 30G 
PAN SOLOMOS & Co 
i. tthens, Greece, July 14ti 195 


Please address your reply to: 5 Korai Street 
REMINGTON RAND, ING 
International Division, New York. 
(Attention Mr. L. Ferraro. ) 

learn Strs: Answering your letter of July 9th kindly remit us the amount « 
$14,544.80 lying to our credit after payment of draft No. 47049 

Thanking you, 

Very truly yours, 


a 


(Signed) A. SoLtomos 
Alexis Solomos 
AS) AM 


+ aa 


Exutnit 30H 


Re: Draft 47049, $40,342.49 ; 47050, $206.24 
Acct: Ministry of National Defense, General Staff of the Army, Athens, Greece 
l’’AN SOLOMOS, 

) Korai Street, Athens, Greece. 

yearR Strs: Inasmuch as payment for draft 47049 has been received by us we 
are in accordance with our understanding arranging to credit your account wit! 
your commission in the amount of $14,544.30. 

\s you no doubt realize the amount of this commission is not to be consideres 
final until payment of draft 49050 has been received by us This draft was 
forwarded on a straight collection basis, inasmuch as the items included thereo1 
exceeded the amount allowed under the letter of credit 

Very truly yours, 
REMINGTON RAND, IN¢ 
INTERNATIONAL DIVISION, 
L. FERRARO, 
issistant Treasurer 

JJPausha/cee. 

(CC: Miss G. Gough, New York 

I’, S. Will you kindly arrange the above indicated transfer 


Pit eS nil ae tn» tht AIA: hse NIT ARBOR $6 SS 





